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THE PRESIDENT’S PAGE 


HE problem of conflict of interest has been receiving a great deal of 

public attention in recent months. This brings up a question that is of 
considerable interest to nearly all our members. Just what is the role of 
the internal auditor in matters involving conflict of interest ? 


There seems to be a wide difference of opinion as to the exact nature 
of the internal auditor’s responsibility. There are those who feel that the 
internal auditor should play the major part both in establishing his com- 
pany’s conflict of interest policy and in the subsequent policing of that 
policy. Others feel that the internal auditor should assume neither respon- 
sibility ; that any such activity simply confirms the popular belief that he 
is a detective. They would prefer to see the entire responsibility turned 
over to the security division of the company, or even to outside agencies. 
The answer, it seems to me, lies somewhere between these extremes. 


It is generally agreed that, first of all, every company should have a 
specific statement of policy on conflict of interest. Exclusive responsibility 
for the development of this statement should be executive management's. 
It is not the internal auditor’s responsibility to develop this policy, but he 
should be consulted and, at the very least, be given the opportunity to 
review the statement prior to its release. The policy must then be sent to 
all employees involved in any transactions that might conceivably be affected 
by conflicting interests, as well as to the company’s suppliers. 


This policy statement becomes the basis for the work of the internal 
auditor. There should be no question but that the application of the policy 
is properly subject to review and appraisal by the internal auditor. His 
responsibility in this area is a continuing one. A scrutiny of possible con- 
flict of interest situations is well within the scope of any management 
audit. 


It is my belief, therefore, that the audit for possible conflicts of interest 
is a logical assignment for the internal auditor: It makes effective use of 
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his unique and broad knowledge of the operation and personnel of his 
company. I feel strongly, however, that the internal auditor should not 
accept as a special assignment the exclusive responsibility for policing his 
company’s conflict of interest policy. Instead, he should determine the 
extent of compliance with the policy in precisely the same manner in which 
he reviews other company policies, as set forth in Tue INst1TUTE’s “State- 
ment of Responsibilities of the Internal Auditor.” 


Cepric C. SLAIN 


AUTHORS AND ARTICLES 





ACHIEVING A MANAGEMENT AUDIT GROUP 


A management audit is an appraisal of an entire organization or a 
particular unit of that organization. Management audits provide the oppor- 
tunity of ascertaining that practice follows policy and that operation and 
control are satisfactory. Since all organizations require a management audit 
function, outside services are often employed. An internal management 
group is a useful complement to outside professional assistance. 

Ernest C. Miller was Managing Principal of Hellwig, Miller and Assocs. 
He has an A.B. from Yale University, an M.A. from the University of 
Pennsylvania and is a registered industrial psychologist in New York and 
Connecticut. Mr. Miller’s interest in the audit function began with work 
concerning the corporate reporting system and the personnel audit program 
at American-Standard, which he helped to launch. He is a member of the 
American Psychological Assoc., the Society for the Advancement of Man- 
agement, the New York Personnel Management Assoc. and the Industrial 
Relations Research Assoc. 


MANAGEMENT EXPECTATIONS AND THE INTERNAL AUDITOR 


For the internal auditor to fulfill his function of service to management, 
he must be aware of what management expects of him, as well as alert to 
possible ways of informing management of the potentials that exist in 
imaginative internal auditing. Since the internal auditor is expected to 
think in management terms, the point uppermost in his mind should be 
how to make the maximum profit consistent with effective marketing and 
stockholder interests—also keeping in mind management responsibility for 
operating conditions contributive to good employee relations. Management 

















Authors and Articles 


looks for the reporting of operations to be factual, informative and timely, 
and for the internal auditor to help in independent appraisal. 

Earl R. Uhlig is Vice President—Finance and Controller of The Mar- 
tin Co. in Baltimore, Md. He has been with this company since 1941, 
acting in such capacities as Chief Accountant, Assistant Controller and 
Controller. A graduate of Baltimore City College and the University of 
Baltimore, Mr. Uhlig is a Certified Public Accountant of Maryland. He 
is a member of the Controllers Institute of America, the Maryland Associa- 
tion of CPAs and is past chairman of the Procurement and Finance Com- 
mittee of the Aerospace Industries Assn. For his work in the fields of 
management, finance and accounting, he was elected an honorary member 
of the national accounting fraternity, Beta Alpha Psi. 


SOME ASPECTS OF CONTROLLERSHIP 

The controller—or executive in the position of the chief financial and 
accounting officer—has as one of his most important functions the respon- 
sibility for costing and cost control. He must have skill in determining 
costing principles to be applied in interpreting the results—and also skill 
in cost reduction. Another important function is long-range planning, which 
entails decision-making concerning policy and business strategy covering 
a future period of time. Other functions of the controller are to present and 
interpret operating and financial results, and to take a leading role in the 
management of his company’s finances. Operational research and electronic 
accounting can be ideal fields for study and action by a controller. 

J. R. Robinson, who is a Fellow of the Institute of Chartered Accountants 
in England and Wales, was the Founder President of the London Chapter of 
Tue INsTITUTE or INTERNAL AupITORS, organized in 1948. For many years, 
Mr. Robinson was Chief Internal Auditor of Unilever Ltd. Some four 
years ago, he became the Treasurer and Controller of the Rio Tinto Com- 
pany Ltd. 


THE JAPANESE CRITERION FOR INTERNAL AUDITING 


The Internal Auditors Association of Japan comprises several hundred 
members who are concerned with the development of the practice of 
internal auditing. There is no formal affiliation with Tue INsTITUTE oF 
INTERNAL AupiTors, however, a number of its members who are internal 
auditors of larger companies or educators interested in internal auditing 
comprise the Tokyo Chapter of Tue Institute. The Internal Auditing 
Standard was adopted by the Board of Directors of the Association in June 
1960. Over 800 were present at a meeting in July where it was formally 
presented. 
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ORGANIZATION AND RESPONSIBILITY 


Everyone has his given part to play in an organization and must share 
in the responsibility for ascertaining the company’s capabilities and attain- 
ing its objectives. The organization acquires its ability to function well 
through coordination of forces and by utilizing the available sources of 
supply. 

Sigfrid Tornqvist, Doctor of Peclitical Science, is Chief Auditor of 
the City of Helsinki, Finland, and a teacher in accounting and financial 
administration of a Swedish-Finnish social college. He was president of 
the Swedish-Finnish Business Association and secretary of the Municipal 
Society of Finland. He is an honorary member of the Society of Municipal 
Administrative Accountants of Finland, a member of Tue InstITUTE oF 
INTERNAL AvupiTors since 1956. He was President of the Finnish section 
of Tue INstiTuTE in 1958 and President of the Scandinavian Chapter 
of Tue INstTiTUTE in 1959. 


INTERNAL AUDITING’S WIDENING HORIZON 


An internal auditing department's justification for existence is manage- 
ment’s need to see that the instruments of control are functioning properly. 
The desire for skilled appraisal and review of controls gave rise to the 
creation and expansion of internal auditing. The idea of widening the cope 
of internal auditing may come from management—just as the creation did— 
or it may come from the internal auditor’s development of new lines of 
investigation. It is up to management to decide whether the end product 
will justify the means—management should look to the return it will get 
in relation to any increased costs. 

H. C. Booth’s present position, which he has held for the last twelve 
years, is that of Divisional Chief Internal Auditor in the North Western 
Division of the National Coal Board. He is responsible for the auditing 
of all the operations of the Lancashire board and the North Wales coal 
fields. He is a Fellow of the Institute of Chartered Accountants in England 
and Wales, a member of Tue INstiTuTE or INTERNAL AUDITORS and an 
officer and past president of the Manchester Chapter. 














THE CASE FOR A MANAGEMENT AUDIT 
GROUP 


By ERNEST C. MILLER 
Managing Principal, Hellwig, Miller & Associates 





HE appraisal of individual performance and merit has long been a sub- 

ject of top management interest and attention. The appraisal of the 
over-all performance of a company or industry group has also been de- 
veloped to the state of being a useful art. When the “why” behind the 
over-all success or failure of a company and the performance of functional 
units is our concern, however, our progress has been less certain. 


THE MANAGEMENT AUDIT 


The appraisal of an organization or of a functional unit of that organiza- 
tion is commonly called a management audit to differentiate it from the 
more usual financial audit. The scope of the management audit may be 
only one function, such as personnel, marketing, finance or purchasing ; it 
may be an audit of management or employee attitudes or skills; it may 
be an audit of the Mid-Atlantic Division, the Military Products Division, 
etc.; or it may be an audit of the over-all operations of the company. The 
management audit concept may be applied to a one-man sales territory or 
a thousand-man division. The possible problems and the level of decision 
necessary for the effective application of proposed solutions determines the 
scope of an audit. Audits may be routine and regularly scheduled—a sort 
of preventive maintenance—or may be scheduled for only “trouble-shoot- 
ing” purposes or for special assessment. 


A management audit is a form of appraisal; to appraise is to compare 
accomplishment with plan, results with standards, practice with policy. 
To audit is to investigate in order to obtain information on practices and 
results accomplished, with careful attention to the reliability and validity 
of the information obtained. The objective is to arrive at a dispassionate 
and verifiable basis for comparing what is being done and how well it is 
being done with the plans, policies and standards of the organization, and 
to understand the reasons for positive and negative variances from those 
plans, policies and standards. 


This is a working definition of an audit. As a definition, it covers the 
usual control techniques that have become routine aspects of life in many 
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organizations. Standard costs for manufacturing and purchasing operations, 
flexible budgetary procedures, quota requirements, etc., and a report and 
analysis of variances from plan or goal are common control concepts ; im- 
plicit in these procedures, assuming they have been soundly established 
and installed, is the concept of the self-audit. Thus, every manager auto- 
matically conducts a self-audit as he reviews his own performance and the 
performance of his work group. To the extent that a self-audit is objective 
and factual, it is a valuable and indeed an essential first step in any over-all 
review of an activity. But ambitious men, even though sincere, may not 
always have the ability to take a completely disinterested view of their past 
successes and failures. Self-audits, while necessary, are seldom sufficient 
as a basis for a sound-evaluation of past performance and for a diagnosis 
of needed changes and improvements. Management audits by men not 
members of the organizational unit under review are an essential practice 
if performance is to be continually improved. 


THE ROLE OF THE MANAGEMENT AUDIT 

Management audits, of course, give us the opportunity to ascertain that 
the routine reporting system is working as intended and accomplishing 
what it was designed to accomplish. Routine reporting systems are developed 
and installed to ensure the communication of whether operations are pro- 
ceeding according to plan. Routine reporting usually starts with the rela- 
tively accessible data generated by, and correlated with, significant actions 
taken by the organization. An audit permits a check on whether the data 
required are being reported in a complete, accurate and timely fashion. It 
also reveals whether there is sufficiently close correlation between the sta- 
tistical results of the action and its success by other standards to permit the 
effectiveness of the action to be judged from the statistical results. 


The real significance of what is going on usually can only be obtained 
through a management audit ; rarely can we rely completely on the narrative 
comments of the reporting executive or on the routine reporting system 
itself. In establishing a routine reporting system we select those data that 
are accessible at a reasonable cost and that are closely related to the results 
of significant management acts—4.e., “make-or-break” acts. The reporting 
system as a whole should account for most of the gross variance in results 
among different operations at any one time and for most of the vari- 
ances within one operation over a period of time. However, even when 
such a reporting system has successfully been set up, there are many fac- 
tors affecting results that are not routinely reported or considered. Some 
are beyond our present ability to measure exactly, ¢.g., effectiveness of 
organization structure, extent of cooperation among units, staffing prob- 
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lems, etc. Some would simply be too expensive to measure. It is to obtain a 
keener awareness of such factors that our routine reports must be supple- 
mented by audits. 


An organization interested in obtaining a management audit of the 
company as a whole or of any of its functions has most commonly turned to 
a professional management consulting group for assistance. The recognized 
value of the approach such a group takes to a company’s problems has 
developed interest in internal management audit groups. An internal man- 
agement audit group is a useful complement to outside professional assist- 
ance. Since the services and the working arrangements between manage- 
ment consultants and their clients are well known, the object of this paper 
will be to explore more fully an approach to an internal management audit 
group 


The use of internal management audit groups has been increasing 
recent years. Such “captive” consulting groups have been placed in manage- 
ment consulting services departments or in management planning depart- 
ments. Frequently, when the management audit activity is in a management 
planning department, it is part of a special project group. Other activities 
in such a management planning department are often long-range planning 
and organizational planning. The essential and natural affinity of these three 
activities supports the logic of this organizational arrangement. 


ORGANIZATION OF THE INTERNAL MANAGEMENT AUDIT 
GROUP 


There are many possible alternative approaches to organizing for the 
management audit activity, of which one possible approach is discussed here. 
The management audit group, in this approach, reports to an organization 
level sufficiently above the level of the units to be audited that there can 
be no question of its authority to raise the questions it must raise. The 
audit group would be placed at a level, and given a measure of status and 
prestige, which would protect it from partisan pressures and from charges 
that it serves any interests other than those of the organization as a whole. 


In a multi-divisional company, more than one management audit group 
may be required. For problems at division level, an audit group reporting to 
the division President or General Manager would usually be adequate. To 
ensure complete freedom and integrity in reporting, this group should be 
charged with the responsibility of informing corporate management if 
divisional problems are not handled with the dispatch and the attention 
appropriate to their seriousness. This, of course, would be rarely necessary, 
but in situations in which the responsible executive will not take action, 
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the head of the management audit group should have a clear understanding 
of his responsibility. With this restriction, the divisional management audit 
group would be subject to the control of divisional management for use on 
divisional problems. 


In addition to the use of divisional audit groups within the division, 
in multi-divisional structures the management audit group from division 
A could be assigned to problems in division B, and so on. This practice 
could help achieve objectivity while making better general use of auditing 
talent. 


In a multi-divisional structure there would usually be a corporate audit 
group also, reporting audit results directly to the President and the Board 
of Directors. This group would be primarily concerned with problems of 
company-wide scope. It would serve as a control and check on divisional 
audit activity ; it would establish audit approaches and standards; it would 
provide the highly specialized audit talent no single division could afford. 


While divisional audit groups would be organizationally responsible to 
divisional management, there would be a close working relationship among 
the various audit groups, so that they could share their experiences on how 
best to accomplish their jobs. 


Within each audit group it would often prove convenient and admin- 
istratively useful to have a Project Plans Board, made up of the head of 
the audit group and the executives from other company positions assigned 
full time to the group to serve as Project Leaders. (The selection and 
assignment of staff are discussed below.) The functions of the Project 
Plans Board would be to review all audit project requests or suggestions, 
establish the audit schedule, review and approve the plan of approach de- 
veloped by the Project Leaders for each audit, review and approve the 
staffing of each Project Team and review and approve the final audit 
report. While few matters coming before the Project Plans Board would 
lead to serious controversy and disagreement, any that would occur would 
be decided by the head of the audit group himself. The head of the audit 
group would, of course, be responsible for all the decisions of the Project 
Plans Board. 


Most management audit projects would be carried out by a Project 
Team, the leader of which would be appointed by the head of the audit 
group from among the Project Plans Board membership. The Project 
Leader would recommend the staffing of the Project Team to the Project 
Plans Board for approval. The Project Team would then develop and 
recommend the plan of approach to the Plans Board for approval and carry 
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out the approved plan. The Project Team would collect and analyze the 
data and set forth its findings and recommendations to the Plans Board 
in a draft report. The Project Leader would prepare and issue the final 
approved project report. 


STAFFING 
Audit groups require men of exceptional personal integrity. This is 
the first and most important requirement. 


Second, audit groups require men of superior ability. High-level analysis 
and diagnosis require a clarity of conceptual thinking greater than that 
required in most administrative jobs. The project leadership and senior staff 
members must possess either a broad general management experience or 
intensive functional experience. While financial auditing experience would 
be helpful, it is not of itself a sufficient experience base for the kind of 
management auditing we are suggesting. 


The leadership of an audit group requires, in addition to the integrity 
and ability required of all members, well-developed wisdom to be able to 
make judgments that would-be humane and sensitive to the unique aspects 
of the situation and that would be accepted as just. 


These are unusual requirements only in the extent to which they must 
be present; that “extent,” however, would be essential, since the work of 
the audit group could help determine the direction and fruitfulness of men’s 
lives and the company’s growth and development, responsibilities not to 
be lightly assumed. 


The leadership of the corporate management audit group should rest 
with a senior executive highly regarded for his integrity and objectivity. 
This position should be at a level of status and salary appropriate for a 
major staff executive. The incumbent should be old enough to be willing to 
accept leadership of the audit group as his terminal position with the com- 
pany. Such a senior executive would obviously be above charges of personal 
interest or gain so frequently used as a basis for challenging the findings 
of an audit. 


The size and composition of an internal management audit staff would 
vary as a company’s problems change. Since such a group would have a 
widely varying workload and would be concerned with markedly different 
technical problems with each assignment, provisions would usually be made 
for a core of permanently assigned personnel to give continuity and direc- 
tion to the program, and for a pool of specialized talent from which men 
can be drawn for short-term assignments. 
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One approach would be to have a core group consisting of a few execu- 
tives with from 10 to 15 years of experience and a greater number of recent 
college graduates. The size of this group would depend on the number of 
project assignments. Project leadership would come from the executives 
who would be assigned to the audit activity for a three- or four-year period 
as a part of their developmental program. These men would come from other 
staff units or from line groups, and after their tour of service would return 
to these groups or be otherwise reassigned. 


The recent graduate group would be hired into the management audit 
group as another source of new, young talent for the company. These 
younger men could be brought in directly from college, or could come from 
other jobs within or outside the company. These men would be the fact 
gatherers, the field researchers, the library researchers, the tabulators and 
analyzers of data. They would be assigned to projects as much on the basis 
of what the project could contribute to their growth as for what they could 
contribute to the project. The emphasis would be developmental, although 
results would necessarily be demanded. 


The other source of audit talent—not including the consulting and audit 
talent always available from outside professional firms, talent that should 
be periodically introduced into the audit context to ensure fresh and critical 
thinking—would be men from inside the company who were specialists on 
particular technical or business problems. These specialists would be made 
members of the Project Teams so that the company’s best technical think- 
ing could be used in the planning, conducting, and reporting of an audit. 


GENERAL APPROACH 


The work of an internal management audit group is particularly sensi- 
tive, as previously suggested, because an “audit” implies criticism or the 
possibility of criticism. It should be entirely clear, in the minds and attitudes 
of the group itself, that the function of an audit is constructive. The object 
is not to punish erring executives but to help them improve their operations. 


In general, in an internal management audit, the emphasis would be 
on obtaining factual data from records and reports prepared at the time of 
the original actions that have become the subject of audit. Such records 
and reports are not subject to the distortion of selective recall when, at a 
later date, a particular question is being asked or the operations of a 
unit investigated. 


Frequently, however, reports and records would have to be supplemented 
by opinion and attitude data collected from individuals aware of, and 
interested in, the work of the unit investigated. When audit data are pri- 
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marily opinions or attitudes, multiple interviews with a broad sample of 
knowledgeable people would be required to minimize the distortions aris- 
ing from partial knowledge, vested interests and/or a prejudiced approach. 
Respondents should be selected to represent the greatest possible range of 
opinion and attitude to be expressed, to arrive at the soundest basis for an 
evaluation. 


AUDIT CONTENT AND REPORT 


Under the approach outlined in this paper, the final report for each 
management audit would be prepared by the Project Team and would be 
submitted officially by the Project Leader. Before leaving the audit group, 
however, it would be reviewed by the Plans Board and the head of the 
audit group, to ensure the objectivity and integrity in reporting that must 
be maintained if the audit function is to be accepted by operating manage- 
ment. 


Report layout and style would naturally be a matter of company practice. 
The chief requisite would be that the report must communicate clearly, 
and beyond the possibility of misunderstanding, the audit findings and the 
recommendations for action which result. The report would have to eschew 
technical jargon and be written in language within the experience and 
understanding of its probable readers. Attached as appendixes, perhaps, 
would be the detailed data on which the findings were based, and statements 
of how the data were obtained and of any limitations in the data. Each 
finding would cite specific support data; each recommendation would cite 
a specific finding. 


Audit reports would be distributed to the member of management who 
requested the audit, to any others whom this executive might specify, and 
to other members of management the Project Leader and the head of the 
audit group feel should be informed of the audit findings. Whenever pos- 
sible, the head of the unit audited should receive an advance copy of the 
report for review and comment. Usually, the head’s review and comments 
should be distributed as a section of the final report. 


With highly critical reports, particularly if the line manager responsible 
for the unit was not responsible for initially creating the undesirable condi- 
tions, this executive would usually be given a reasonable time to correct 
these conditions before the report is distributed more generally. 


FOLLOW-UP 


In transmitting an audit report, the covering letter should establish 
the date for re-audit, to measure progress in correcting the unacceptable 
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procedures or conditions. A definite follow-up schedule allows both the 
line unit and the audit group to plan their programs. An audit without a 
follow-up would be usually merely unsettling, and would not offer sufficient 
motivation for significant change. A follow-up without some prior notice 
of probable timing would not permit the line unit to plan realistically. 
Introducing change, the usual consequence of carrying out the recommenda- 
tions of an audit report, may ultimately bring savings in time and work, 
but invariably means more time and work while it is being accomplished. 
The line manager must have a voice in setting the schedule for accomplish- 
ing the recommendations—assuming, of course, that he accepts them— 
so that he can keep the costs of accomplishment within acceptable limits. 


On occasion, the line manager may question the findings and/or recom- 
mendations of the audit report. It has already been suggested that the 
manager’s review and comments be included as a section of the audit report ; 
this would be especially important when there is disagreement. In this way 
operating management not personally involved in the fact finding or de- 
tailed phases of the audit could be made aware of the existence and extent 
of disagreement. When such disagreement occurs, it should be investigated. 
Is it attributable to insufficient data, differences in interpretation of the data, 
differences in estimates of the significance of the problem or of probable 
savings from introducing recommended changes? It is important to identify 
the exact points at issue and, if desirable and economically feasible, collect 
additional facts on the basis of which operating management can decide 
whether to accept the audit recommendations. These decisions would be 
made in the line organization at least one level (or, depending on the 
importance of the matter, possibly two levels) above the level of the 
manager of the unit audited. 


SUMMARY 


The management audit function can be an indispensable supplement to 
routine reporting activity, a supplement that uses existing records and 
reports but also concentrates on the nuances of performance, the currently 
nonquantifiable aspects of getting the job done. All organizations require 
a management audit function. While most organizations use outside profes- 
sional management consulting services, some organizations of a size and 
complexity to support internal management auditing staffs have created 
such units within their own structure. Even these internal groups, however, 
can benefit from the stimulation of contact with external professional con- 
sulting groups. 


’ 
Personnel involved in management auditing activity must be of high 
ability and integrity, and must have had broad, yet intensive, general man- 
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agement experience or experience in one of the major functions of a busi- 
ness—i.e., marketing, manufacturing, research and development, personnel. 
The knowledge and experience input for an audit group at any given time 
would depend on the specific assignments and the training and develop- 
ment mission assigned to the group. 


There is no set audit procedure. Audits are oriented toward facts and, 
in opinion rather than factual areas, toward multiple opinions from a 
sample of respondents from the groups interested in and concerned about 
the activity. Audits should be designed as aids to line management in 
doing a better job, not as punitive measures. A manager on whom a highly 
critical audit report is prepared should be given the opportunity to correct 
the conditions subject to criticism before any general distribution of the 
audit report is made. 


Audits have become common practice in financial activities. Manage- 
ment audits can be used effectively on such broader problems as general 
organization structure, company policies and procedures, marketing effort, 
manufacturing, facilities and practices, personnel, public relations and re- 
search and development. Management auditing is a control concept, as 
general in its possible application as there are activities to control. 











WHAT EXECUTIVE MANAGEMENT EXPECTS 
FROM THE INTERNAL AUDITOR* 


By EARL R. UHLIG 
Vice President and Controller, The Martin Company 





S I come before you today to discuss with you for a short while what 

executive management expects from the internal auditor, I am pri- 
marily impressed with the wealth of material that has already been written 
on variations of the same theme and with the even greater torrent of words 
that have been spoken ‘on mutations of what management expects of an 
internal audit function. The origins of internal auditing have been subjected 
to microscopic examination. Indeed, | find it difficult to determine in my 
own mind whether thoughts spawned the activity or the natural birth of 
the activity engendered the thoughts. By this rather enigmatic expres- 
sion, I intend to leave you with the impression that I am no Oracle of 
Delphi; no font of all knowledge; have no ability to rub the crystal ball 
of all managements; but I do have some definite ideas of what executive 
management expects from the internal auditor. 


First, let me take apart the two major components of the topic— 
executive management and internal auditor—and see what they are and 
how we may define them. 


Management, according to Webster, consists of those who control or 
direct, conduct, guide or administer an enterprise. Were you to apply a 
strictly limited definition of this group of persons, I presume you could 
say this “executive management” comprises only the Board of Directors, 
President and respective Vice Presidents. Or, as I prefer, under a broader 
concept the “executive management” would include such executives as the 
factory manager, the personnel manager, the quality control manager, the 
engineering manager, the procurement manager, the materiel manager (i.c., 
receiving, warehousing and shipping function), and others of like stature 
depending upon the peculiarities of the business and its organizational 
structure. I include the persons performing such functions as executive 
management for the reason that, depending upon proper delegation of 
authority, it is they who should make a substantial part of the day-to-day 
decisions that collectively conduct and administer the enterprise. Most 
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economists agree that management is limited to the few top executives 
who make the decisions regarding company policies. 


To properly describe the internal auditor, I know of no better or more 
succinct way than to make reference to the excellent description of the 
nature and objective of the internal audit function for which he is respon- 
sible as contained in a Statement of Responsibilities of the Internal Audi- 
tor issued by Tue INstiTuTe or INTERNAL AupiTors on May 30, 1957: 


“Internal auditing is an independent appraisal activity within an 
organization for the review of accounting, financial and other operations 
as a basis for service to management. It is a managerial control, which 
functions by measuring and evaluating the effectiveness of other controls. 

“The over-all objective of internal auditing is to assist all members 
of management in the effective discharge of their responsibilities, by 
furnishing them with objective analyses, appraisals, recommendations 
and pertinent comments concerning the activities reviewed. The internal 
auditor, therefore, should be concerned with any phase of business 
activity wherein he can be of service to management.” 


Now we come to the meat. of it. Throughout the partial quotation, the 
emphasis is on service to management. If the internal auditor is to be of 
the maximum service to management, it is certain he must be made aware 
of what management expects of him as well as being keenly alert to the 
opportunity to educate management on how to most effectively utilize his 
service. But what does this executive management expect? 


1 am sure you are extremely conscious of the fact that none of these 
executives have any direct interest in accounting or auditing itself, with 
the exception of the financial executive directly charged with those respon- 
sibilities. Management conceives its first duty to be making a reasonable 
profit through efficient operations, and its idea of efficient operation is to 
have a continued growth in sales volume and to reduce costs. It is in this 
area of efficient operations that executive management is most receptive to 
the ideas of the internal auditor. Such subjects as realistic sales budgets, 
proper material purchasing and scheduling, proper manufacturing schedul- 
ing of manpower, facilities and material, reduction of costs commensurate 
with quality of product, fall naturally in the category of efficiency and, 
depending upon each individual management, within the proper scope of 
examinations by the internal auditor. 


Obviously management expects the internal auditor to assure it that 
all is well in the accounting and financial departments, that no one is 
dipping his hand in the corporate till and that the company assets are 
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accounted for and protected from losses. In this connection, the auditor 
should not only ascertain that the assets are insured but also should 
express an informed opinion on the extent of the full insurance coverage. 
Should the company carry product liability insurance ; if so, is the amount 
sufficient? Does the company engage in any extra-hazardous operations ; 
if so, has proper consideration been given to the total possibilities of 
liability ? In addition to this evaluation process, certain insurance lends itself 
to open bid. Have bids been obtained and if not, why not? 


This logically leads management not only to expect that the internal 
auditor be well educated in his chosen field of auditing but equally as impor- 
tant to expect that he be possessed of a fertile imagination. Much has been 
said of the necessity for imagination in all fields of endeavor, but if there 
is one place where imagination is sorely needed, it is certainly in the field 
of internal auditing. That is not to say that internal auditing has been 
signally devoid of imagination. Not in the least; but if internal auditing 
develops into a purely routine approach, then the greatest value of the 
examination has been lost and the work might just as well be put in the 
hands of some high grade clerks. Imagination is as necessary as a program: 
absolutely necessary to the development of the program and continually 
necessary as the work progresses. 


Another thing that most managements have a right to expect of an 
internal auditor is salesmanship. Now, it’s quite obvious that by this term 
the management does not expect the auditor to hit the road with a sales 
brochure of the company’s products under one arm and the latest edition 
of “How to Sell” under the other arm. No, what it expects him to sell is 
a service. Sometimes a service is the most difficult thing in the world to 
sell. You can’t eat it; you can’t wear it; you can’t operate it like an auto- 
mobile or a machine tool ; but a service well performed is a source of intense 
satisfaction not only to the one who benefits from the services but to the 
one who performs them as well. Thus, the job well done by the internal 
auditor in one department is the best piece of sales material for the entree 
into other departments of the business. When one department has had 
pointed out to it some better way to make the mouse trap, it is not infre- 
quent that the department needs selling that the new way is indeed a better 
way to make the mouse trap. Once the idea is sold, the management of that 
department will readily extoll the advantages of having an independent 
appraisal by the internal auditor to the other segments of the organization. 
Actually, there is nothing new about this sales approach idea. Each of the 
management who meets the public must be a salesman for his business. 


If management expects it of itself, why not expect it of the internal auditor. 
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After management has this internal auditor who possesses imagination 
and is a salesman, what else does it expect of him? It expects him to do 
a good job of objective appraisal. Appraisal is the process of judgment, 
and for judgment there is no substitute. Throughout the internal auditor’s 
work he must judge whether there is actual compliance with management 
policies or whether there is only lip service to those policies ; he must judge 
whether the procedure is as good as it can be or whether the procedure is 
subject to improvement; he must judge whether the quality of the work 
is good, medium or poor, and certainly he must judge whether the systems 
of internal controls and management controls are functioning effectively. 
The auditor should also appraise the soundness of management policies 
and in so doing be prepared to demonstrate, without argumentiveness, that 
his judgment is sound even when he may differ with those management 
policies. Frequently, I’m sure, some policies have either outlived their use- 
fulness or, by reason of changed conditions from the time of their issuance, 
require substantial modernization. In no instance is it more important for the 
internal auditor to use sound and objective appraisal techniques than when 
he evaluates the question of whether his recommendations are doing the most 
to contribute to profits. Executive management also expects the auditor 
to use considerable judgment in solving the day-to-day differences with 
lower management levels and in so doing to use salesmanship. 


Depending upon the organization of the business enterprise, 1.c., single 
plant, multi-plant or separate divisions, executive management has varying 
degrees of detail familiarity with the actual compliance with over-all com- 
pany objectives. If there are multi-plant or subsidiary operations, periodic 
meetings between executive management and the local management are 
helpful in developing the over-all picture, but the details of operations and 
the degree of individual plant compliance with company policies remain for 
an independent group to develop for the executive management. Although 
the organizational structure may and does vary between companies, the 
internal auditor fits the bill for independence. Through the factual report- 
ing executive management expects from the internal auditor, coupled with 
his recommendations, that management is put in an informed position, knows 
the issues, if any, and thus can make intelligent decisions. 


Executive management also expects to get its dollar’s worth out of 
internal audit. Since internal auditing is a staff function, it contributes no 
direct effort in the design, manufacturing or marketing of the product, 
therefore, the dollar’s worth has got to come from other areas. Now the 
area that jumps first to the executive management’s mind is that of the 
independent public accountant’s fee ; if the internal audit program is proper- 
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ly conceived, and if the reports and work papers of the internal auditor are 
made available to the public accountant, then the scope of the outside 
auditor’s examination can be tailored accordingly based upon management’s 
own determinations that a good system of internal control exists. Thus 
without doing damage to the independence of either the public accountant 
or the internal auditor, the management looks to a savings through elimina- 
tion of duplicating programs. Areas other than the public accountant’s fee 
from whence comes the dollar’s worth are in some companies periodically 
summarized. The summaries take various names but the flavor of all is the 
same—dollar savings. These savings are the result of the imaginative ap- 
proach of internal audit to its assignment of appraising the quality of com- 
pany performance in effective utilization of personnel and materials. Nor 
are all the savings concentrated in payroll and material dollars, but fre- 
quently the savings are generated by constructive recommendations in the 
financial and accounting field such as income taxes, real property taxes and 
personal property taxes. There is another side of the coin—not all the 
dollar’s worth is susceptible of tangible measurement because of the nature 
of service rendered by the internal auditor. Let me give a few examples. 
How can a dollar value be placed on a deterrent to fraud? As a result of 
discovering errors in philosophy of preparation of, or errors in source data 
for, management reports from which operating decisions are made, how 
much money did the internal auditor save? What dollar measurement can 
be assigned to recommendations for improved accounting procedures which 
improve the accuracy of accounting data? I must confess I am not enamored 
with the idea of these savings summaries—they sort of impress me as 
“alibi sheets.” That is not to say that I am in disagreement with some sort 
of historical record of what action, favorable or unfavorable, was taken on 
the internal auditor’s recommendations. I believe that type of record can 
serve a useful purpose. 


It has been said many times and in many different ways—executive 
management expects the internal auditor to think like management. I have 
already said that management is preoccupied with an intense desire to make 
the maximum profit consistent with good marketing principles and stock- 
holder interest. In addition management has today assumed a responsibility, 
from both a moral and a profit viewpoint, for operating conditions conducive 
to employee welfare. These points should be uppermost in the internal 
auditor’s mind as he performs his assignments. He should question every 
report—is this necessary? Does it really serve the purpose for which it was 
originally designed? He should question in his mind every expenditure— 
is this necessary—or if it were more would it improve the company’s opera- 
tions toward maximizing the profit? Though management expects and 
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challenges the internal auditor to think like management, it, at the same time, 
expects the auditor to remember that he does not exercise direct authority 
over other persons in the organization, whose work he reviews. 


Since management controls are at the very heart of the various operat- 
ing criteria which management has set for itself, it is logical for that man- 
agement to look for those controls to be factual, informative and timely. 
Internal auditing is one of those management controls. It, too, must be fac- 
tual, informative and timely ; but it has an added factor of independence not 
present in other control media. What is more natural than for management 
to use this independent control to evaluate and appraise the other manage 
ment controls? Some, but certainly not all, of these management controls 
are discussed in the following illustrations : 


SALES BUDGET 


In most companies, the keystone of the whole forward planning and 
budgetary control areas is the sales budget. Sales departments are made 
up basically of extroverts and optimists, and these factors 2lways tend to 
influence the sales budget. Management would have it no other way, for 
if their sales staff is not enthusiastic about the company’s products and 
the possibility of introducing new markets into the fold, then the whole 
company stands a chance of withering on the vine. Therefore, if these 
conditions be so, the sales budget must be subjected to critical but construc- 
tive appraisal as to the degree of realism embodied in it. Since the level 
of practically all other operations is geared to the sales budget, it is equally 
as important for the appraisal to be timely and imaginative. What, you may 
ask, does the internal auditing department have to do with sales budgets? 
I suggest to you that this is a fertile field to which to apply the objective 
analysis which the internal auditor should, through his knowledge of all 
company operations, be well equipped to bring to bear upon the problem. 


DESIGN SCHEDULE 


An orderly follow-on to the sales budget is the design schedule. That 
is the engineering department’s special province, and I suppose you may 
say that the internal auditor is not technically qualified to look over the 
design specialist’s back or over the draftsman’s shoulder to see how well 
the job is coming along. That is partially true; the auditor is not technically 
qualified to appraise the quality of the design, but there are other areas in 
which he is qualified, such as the review of progress charts, manpower 
allocations, space requirements and other reports to management. The 
auditor can properly delve into the data behind-the reports to determine 
that, in his opinion, the theory of the accumulation of data is correct and 
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that data is being accurately summarized. Is there a backlog of work for 
which sufficient manpower is available, or if the manpower is not available 
can it be hired in time? If the manpower can be obtained, is there sufficient 
space and is there enough equipment for them? The key question is the 
realism of the design schedule and whether it be met. Should the company 
consider subcontracting some of the design workload? These and a variety 
of other questions can be developed by an imaginative auditor. 


MANUFACTURING CONTROLS 


Obviously, the manufacturing controls are dependent upon the sales 
budget and the design schedule. Material controls must precede the re- 
mainder of the manufacturing operations and controls. Somewhere | have 
read that all management controls are only controls of people, and the 
degree of effectiveness of the controls varies in direct ratio to the degree 
of success the controls have in influencing the actions of people. Certainly 
material control is so influenced. Following the broad subject of material 
control comes detail or manufacturing operation schedules, manpower 
schedules by department, space and equipment scheduling, shipment sched- 
uling and last, but far from least, cost scheduling. The introduction of the 
internal auditor into such control areas easily comes from an extension of 
his work in accounting and in verification of payrolls, material costs, ship- 
ment costs and analyses of variances in the various schedules and budgets. 
The same general type of questions which the auditor applied to the design 
schedule cry out for the asking in manufacturing. 


PURCHASING DEPARTMENT CONTROLS 


The starting point of all purchasing department controls is the method 
or plan by which the needs for purchases are determined. The plan for 
material requirements may be based on standard stocks kept on a maximum- 
minimum inventory basis; it may be based upon the sales budget or it may 
be based upon individual actual sales contract needs. The most important 
element is that the requirements are based upon a specific plan which in- 
volves the most efficient analyses possible as to quantity, specification and 
date required. If such controls are not a part of the purchasing depart- 
ment’s responsibility, then the purchase requisition would be approved by 
properly designated personnel in the other department. The internal auditor 
should assure management that the plan and policies are being followed. 


There are other important avenues to be pursued by the auditor. Are 
the purchase orders being placed in an orderly fashion instead of through 
the use of panic procedures of long distance phone calls, hurry-up orders 
and confirming orders? Where material is not standard catalogue price, 
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are bids obtained? Is the order placed with the low bidder after giving 
consideration to the quality record, timeliness of performance record and 
financial stability of the potential suppliers? Have repeat orders tended to 
single source procurement? Has the right type of purchase contract been 
used for the particular buy? These and other questions can be used as a 
tool by the auditor but not as a substitute for an inquiring attitude and 
intelligent thinking. 


WAREHOUSING CONTROLS 


The material purchased is now in the company’s hands. Perpetual in- 
ventory controls, location controls, time limitation controls, turnover con- 
trols are but a few of the controls which require investigation. Is the stock- 
room properly safeguarded? Is access to the stockroom permitted only to 
properly authorized warehousing personnel? Is the housekeeping in order 
and are similar type materials in adjacent locations? Have inventory varia- 
tions been analyzed, where significant? It seems to me the internal auditor 
should be completely at home in this environment. Here he is appraising 
internal control procedures which have at this point a tendency to merge 
with management controls. And in this examination the auditor has to be 
just as keenly alert to the possibility of misappropriation as he does when 
performing an audit of cash transactions. 


Depending upon both the basic nature of the business and its organiza- 
tion structure, there are certain special assignments which executive man- 
agement would expect the internal auditor to perform. 


1. In the case of certain purchase contracts, by reason of no prior 
cost experience of either a developmental or production nature, cost 
to the supplier is the ultimate determinant of price. These purchase 
contracts are frequently referred to as either of a cost reimburse- 
ment type (i.e., cost-plus-fixed-fee) or of a price redetermination 
type. The definition of what shall constitute allowable cost is usually 
expressed in the contract. The supplier’s books and cost records are 
also, by contract, open to audit by the purchaser. This type of ex- 
amination requires the use of the greatest amount of tact and diplo- 
macy, since the purchaser’s auditor is not possessed of the privileged 
position accorded either the supplier’s internal auditor or the inde- 
pendent public accountant. Indeed, this is a condition in which the 
auditor should use those salesmanship qualities which his executive 
management expected of him in order to both maintain the supplier’s 
goodwill and at the same time to determine the lowest basic cost 

data upon which his company’s price will be based 
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2. In certain sales contracts, usually of substantial dollar value and 
extending over a long period of performance, complications arise 
through the addition to the basic contract of countless change orders 
and supplemental agreements. Both from the viewpoint of determin- 
ing that all work being performed thereunder has been properly 
authorized by the customer and from the viewpoint that all properly 
authorized work has been converted by the customer into a binding 
obligation on his part to pay, the internal auditor is well qualified 
to analyze all of the underlying documents such as internal shop work 
orders, engineering reports, shipping papers and all other evidence 
of contract compliance. 


All of these things that executive management expects from the internal 
auditor result in a report. In this phase of the auditor’s work, management 
has even greater expectations, and these expectations vary at varying levels 
of management. Department managers want the report to be complete and 
detailed, outlining to them all of the findings, appraisals and recommenda- 
tions for action. The few top executives want a clear, concise and snappy 
summary of conclusions. Are the two reconcilable? I believe they are 
through the manner in which the report is built up. By putting the appraisal 
portion of the report in the most prominent position or lead-off introduc- 
tion to the report, either the executive management is satisfied or its 
appetite is whetted to read more. 


In conclusion I certainly would not fail to include an obvious manage- 
ment expectation. No place in the company offers a better management 
development program than does internal auditing. I shall not dwell at length 
on this subject, for I am sure that the internal auditor recognizes the value 
of this opportunity to develop, as well as executive management recognizes 
the device it has provided for management development. 


Rome was not built in a day. Internal auditing as it now exists did not, 
like Minerva, spring full grown from the brow of Jupiter. The use of 
internal auditing as a device for managerial control has not been developed 
in a day, but its growth has been steady. Executive management has one 
last expectation—it expects the internal auditor to continue to educate 
management as to the potentials for effective controls that exist through 
imaginative internal auditing. 


























SOME ASPECTS OF CONTROLLERSHIP* 


By J. R. ROBINSON 


Treasurer, Rio Tinto Company 





HE Board of Governors made things easy for me by asking me to speak 

on only some of the aspects of Controllership. This has left me free to 
disregard the more conventional aspects and to concentrate on the more 
exceptional, and I believe some of the more important and more reward- 
ing aspects of Controllership. Consequently, in this discussion, I shall ignore 
such matters as financial accounting, reporting to shareholders, internal 
controls and accounting procedures, all of which normally fall within the 
scope of the Controller’s job and which have been discussed and written 
about ad nauseam. 


Before we go any further, I think we should be clear what we mean by 
Controller. I propose to use the term to denote the position of the chief 
financial and accounting officer, whatever his title. 


Also, in order to keep the discussion within reasonable limits, 1 am 
going to interpret aspects in a rather narrow way and am going to confine 
my remarks in the main to the functions of Controllership. Other aspects 
of Controllership, such as the qualities and qualifications required, staff 
training and other matters, are very important and may arise in the course 
of our discussion later on, but I do not propose to introduce them myself, 
since I believe that the functions about which I am going to speak will give 
us a more interesting, and possibly more controversial, basis for discussion. 


The first function which I think we should look at, and I put it first 
because I think it is one of the most important, is responsibility for costing 
and cost control. I would like to emphasize those words “cost control.” 


I am convinced that every organization needs in a senior position a 
man with exceptional skill in costing—not in the actual day-to-day manage- 
ment of the costing section—but skill in determining the costing principles 
to be applied and in interpreting the results, and skill in cost control, by 
which I mean cost reduction. In my view, if the organization is a large one 
and consists of a number of units, it is essential that the responsibility for 
this function should rest with someone holding a senior position in top 
management, and I believe that the Controller should normally be well 
suited to assume such a responsibility. 


* Presented at a London Chapter meeting. 


27 





































The Internal Auditor 


1 believe it to be a serious weakness if the operating units are allowed 
to go their own way in setting up whatever costing procedures the local 
management desires. This usually means introducing the only costing that 
the local manager has ever experienced. 


Also, although I believe that the primary responsibility for cost control 
must rest on the shoulders of the local management, my experience in a 
number of organizations has taught me that this is not enough for two main 
reasons : 


3 


Material cost reduction can only come about in the main by con- 
stant and unremitting effort, and it would not be human to expect 
operational management to make life more difficult for itself than 
it need be by imposing on itself ever increasingly difficult cost tar- 
gets. The pressure on costs must, therefore, to some extent come 
from outside the operational field, not by bringing pressure to bear 
on the operational staff, but by continuously pointing out ways of 
reducing costs. This, I feel, is a function that might well be done 
by the Controller, provided he is exceptionally skilled in the costing 
field. 


My experience has also shown that costs tend to be affected by 
the normal and human desire to iron out the peaks and valleys. This 
is often due to the fact that someone in senior management, generally 
someone who does not properly understand the situation, asks a 
great many questions about even minor variations in costs from 
month to month. What is important to senior management is not 
the monthly variations in costs, but the long term cost trends; the 
day-to-day cost variations should be left to the control of local 
management. In order to prevent lack of confidence between local 
management and top management, there should be someone at the 
center, highly skilled in costing, who should be the link between 
local management and top management. 


It is essential, 1 suggest, for any company that wants to achieve a high 
level of efficiency to have a costing system containing four main features: 


1. 


Budgetary Control, t.e., establishing each month on the basis of the 
production requirements for the month and the expected production 
conditions, a budget showing material, labor and equipment usage 
in quantities and values, preferably, but not necessarily, based on 
standards established by work study. 


Responsibility costing, i.c., costing per cost center, which in essence 
means process costing, as distinct from the usual type of costing per 























Some Aspects of Controllership 29 


unit of finished product. That is not to say that product unit costs 
are not necessary. They are indeed necessary, especially in relation 
to special matters such as selling price policy, in those industries 
where price is mainly determined by cost, but they are of much less 
value for cost control than are responsibility costs. Day-to-day cost- 
ing should be directed almost entirely to cost control, which to me 
means, in essence, cost reduction. Costs required for special purposes, 
such as pricing policy and the economics of introducing new processes 
or new machinery, should be made the subject of special ad hoc 
cost studies, and no attempt should be made to produce such costs 
as part of the daily cost information. 


o>) 


Costing for cost control, the main function of day-to-day costing, 
should be based on direct costing or marginal costs. If any Controller 
has not inquired into the shockingly bad management decisions that 
are made every day in life by using so-called all-in costs, involving 
the arbitrary allocation of overhead expenses, then he should make 
it his first job to do so. 


4. Costs should be built up on a pyramid basis. That is, the nearer one 
gets to the core of the actual operation, the more the detail that is 
required. The further one goes up the ladder of responsibility, the 
less the detail that is required. 


A great deal can be said on the question of costing, and indeed we could 
inake it the subject not for one whole evening’s discussion, but for many 
evenings’ discussions. As we have to move on to discuss other aspects of 
the Controller’s function, I will restrict my remaining comments on this 
matter to considering for a few moments the bad management decisions 
that flow from using all-in costs for all purposes. No doubt all of you can 
think of examples of such bad decisions that you have come across in your 
own experience. 


I am not suggesting that all-in costs have no value. It is often necessary 
to use them, generally expressed as unit costs. However, as already men- 
tioned, I believe that such considerations should be based on special ad hoc 
cost studies. Furthermore, the arbitrary allocation of overheads is, in my 
view, of no value and indeed highly dangerous. Overheads, ¢.g., selling 
expenses, should be made the subject of a special work study to determine 
their allocation. 


Day-to-day costing, as already mentioned, should be directed mainly 
to cost control, and the allocation of overheads is of no help in this field. 
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The second and very important aspect of a Controller’s functions which 
I would like to touch on is that of Long-Range Planning. 


When I attended the International Congress in Management Sciences 
in Paris, I believe I was the only accountant present, which is an indi- 
cation of the appalling apathy of accountants in general to the considerable 
developments that are taking place in the application of scientific principles 
in management today. 


One of the main topics of that Congress was L.R.P., and it was clear 
from the papers presented and the discussions, that L.R.P. is used by very 
few companies. By L.R.P. I do not mean long-term forecasts. Many com- 
panies make such forecasts in relation to raw material supplies, raw material 
prices, shipping freights, consumer markets and consumer prices, and in- 
deed these are very necessary and form the basis for L.R.P. But L.R.P. is 
something much more than that. It is the conscious decision-making regard- 
ing top policy and business strategy covering 5, 10 or 15 years ahead. 
In other words, on the basis of long-term forecasts of supply, demand 
and prices, a projection is developed of the profit and financial position of 
the organization in 5, 10 or 15 years’ time. This is considered as to whether 
it presents a satisfactory picture or not, and studies are then undertaken 
to see what can and must be done to improve the position. Questions have 
to be answered, such as, can markets be expanded, can new markets be 
entered, can new products in the same field be introduced, what necessity 
is there for diversification, in what directions should diversification take 
place, what capital will be required, how can it be financed, and so on. 
All these studies are then used to produce a Master Plan of top business 
policy and strategy, covering a long period. Within the framework of the 
Master Plan, each section of the business (which may be a subsidiary, or 
a division, or a department) makes its own detailed plan, generally cover- 
ing a shorter period of up to five years to fit into the Master Plan. 


L.R.P. is the result of forward thinking by all the functions of a busi- 
ness—production, marketing, financial, personnel, etc., but someone has 
to coordinate the planning. Such coordination demands a considerable 
knowledge of the company’s affairs—financial, taxation, dividend policy 
and so on, and is a field which should be eminently suitable for the really 
topline Controller. 


Once the L.R.P. is agreed by the Board it is up to local managements 
to implement the plan, but the Controller should remain responsible for 
coordination, for stimulating necessary changes in the plan and generally 
for its control. 
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In any company which has not developed L.R.P., I would recommend 
most strongly to the Controller that he should produce for his Board long- 
range forecasts, based on such market and raw material forecasts as are 
already avaiiable, to demonstrate to his Board what the profit and financial 
position will look like in five years’ time. The results may be quite startling 
and may well induce the Controller's Board to ask him to follow up his 
work, which could then be the start of some serious L.R.P. 


The next aspect of the Controller’s functions which I should like to 
mention is that of interpreting operating and financial results, 1.¢c., current 
results, budgets and forecasts. Much has been said and written on this 
subject, so I will restrict my comments to saying that the Controller should 
normally be the chief budget officer who decides the principles on which 
the budgets should be prepared. He should also be a member of the Budget 
Committee, or at least he should be present at its meetings as an adviser. 
The Controller should do much more than he normally does in the way of 
bringing to the attention of his Board what various projects and operations 
are producing by way of return on capital invested and the estimated return 
on proposed new capital investments, either in the form of new capital 
equipment or new projects. On the whole, I believe that a great deal of 
capital investment is undertaken without a proper economic evaluation of 
the results. 


An aspect of the Controller’s function which is very important is the 
management of his company’s finances, which can be divided into two main 
heads : 


1. Day-to-day management of surplus resources to obtain the best pos- 
sible income 


2. The control of more permanent investment policy as laid down by 
the Board. 


The management of finance demands a good working knowledge of the 
money market. The Controller must, for example, know what can be earned 
on treasury bills, on trade bills, on deposits with banks, with hire purchase 
finance companies and local authorities, as well as short-dated Government 
and municipal bonds. He must know how to acquire Treasury Bills by 
purchase or by tender, which of the hire purchase finance houses are 
reliable. 


The Controller should be making his company’s money earn its keep 
every second of the day. It is surprising how much additional income a 
live and knowledgeable Controller can secure for his company. 
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Investment policy requires a sound knowledge of short-dated bonds and 
interest rates, so that, in earning as high a yield as possible, the Controller 
will not put his company to any risk of material capital loss. 


Then too, the Controller should have a good knowledge of how, where 
and under what conditions money can be raised and, of course, especially 
in the case of an international business, he must have a good working 
knowledge of foreign exchanges if he is to make certain that his company 
will reduce its risk of exchange loss to the utmost, and will buy its foreign 
exchange requirements on the most favorable terms. 


Next, I must mention the subject of Taxation. This is now so impor- 
tant that it is almost impossible to do any kind of planning and to make 
any organizational decisions of importance without considering its impact, 
so that some knowledge of taxation, including the more important aspects 
of taxation in all countries in which his company is operating, must be 
held by the Controller. Even where there is an entirely separate Taxation 
Department, it is vital that the Controller should have a good working 
knowledge of the subject, since otherwise many problems that should be 
considered from the tax angle will not be brought to the notice of the 
Taxation Department. 


We must say a few words about Operational Research, which I believe 
to be one of the fields in which the Controller can make a contribution. 
Some of you will have heard me talk about this matter in relation to Internal 
Auditing and, indeed, there was a time when I felt that O.R. was a field 
which opened up a new horizon for Internal Auditing. O.R. is, in any 
event, a matter which I think should not be restricted to any one function 
of a business—all functions should be doing some O.R., but my experience 
of the last three years has taught me that O.R., to be really effective, should 
be combined with budgetary control, cost control, work study and O. & M. 
Therefore, I believe, it is a field in which the Controller should have much 
to offer. 


Perhaps, I might just add for those who did not know much about O.R. 
that they should not be frightened by the sophisticated mathematical tech- 
niques employed by O. R. workers. A great deal of very valuable O.R. 
work is done by people whose only mathematical skill consists of the ability 
to add 2 and 2 together. 


Finally, no discussion of Controllership could take place today without 
some reference to electronified accounting. The recording, classifying and 
summarizing of data can now be done by machines at great speed, and 
within the next 10 years problems that today cannot be tackled owing to 
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the length of time a solution would take, or the excessive cost involved, 
will be solved by computers. Furthermore, computers will be used to resolve 
many commercial problems that at present are rarely considered as capable 
of solution by machine. 


This seems to me to be an ideal field for the top-line Controller, and 
if he does not make much use of the opportunity he will find that a new 
horizon has been allowed to fall entirely into the hands of technologists. 
Every Controller should learn all he can about the new methods of data 
processing. 


Mr. Chairman and Gentlemen, those are some of what I consider to 
be the most important aspects of a Controller’s functions, functions which 
generally receive much too little attention and yet which I believe to be as 
important as or, indeed, more so than the staple functions of financial ac- 
counting, reporting to shareholders, internal controls, office methods and 
so on. 


These functions demand a great deal from the Controller. To carry 
them out effectively he needs a considerable knowledge of the technical 
side of his business, and he has to have a good working knowledge of cost- 
ing, work study, the money market and taxation. To my mind, the really 
worthwhile Controller must not be just an accountant, but a practical busi- 
ness economist with particular skills in costing, cost control, accounting 
and financial management. He should in every sense be a member of the 
top management team. 


You will have noticed that many of the aspects discussed have concerned 
the future. Budgetary control and work study are establishing targets for 
the control of future costs; long-range planning is very much concerned 
with the future ; operational research has as its objective the improvement 
of future operations. The Controller must be concerned very much with 
the future, and the more highly skilled the Controller is, the more will he 
he concerned with the future than with the past or even the present. 











INTERNAL AUDITING STANDARD* 


By The Internal Auditors Association of Japan 





PREFACE 


HROUGH the newly established Internal Auditing Preparatory Com- 

mittee, members of the Internal Auditors Association of Japan have been 
studying the Internal Auditing Standard. In order to help management and 
undermanagement understand internal auditing and also to make actual 
auditing activities easier for the internal auditor we have taken up the basic 
characteristics and important problems of internal auditing which would 
arise in practice. 


To make top management and undermanagement understand correctly 
what internal auditing is, the significance, objectives, necessities and scope 
of internal auditing have been taken up first and are followed by The Inter- 
nal Auditing Standard. 


Opinion splits at the outset on whether or not an internal auditing stand- 
ard should be established. But what was aimed at in presenting the internal 
auditing standard did not lie in presenting an ideal standard but rather in 
presenting a standard which would help internal auditing to be smoothly 
as well as rationally carried out. Taken into consideration were actual situa- 
tions in each enterprise which set forth the way of thinking which was 
necessary to overcome the difficulties encountered now. 


As stated above, an attempt was made to present a general statement on 
internal auditing which considers actual situations, but an effort was made 
to forecast future development within it. In implementing the internal audit- 
ing system, the specific variables of the situation must be considered. As 
internal auditing of the enterprise is now on the way of progress and de- 
velopment, so in cases when different qualities should be required of internal 
auditing this standard must naturally be revised in conformity with the 
then necessities. 


ON INTERNAL AUDITING 
1. Significance and Objectives of Internal Auditing 


Internal auditing is performed by internal auditors who are established 
within the organization for the purpose of helping the top management and 


* This standard was approved by the Board of Directors of The Internal Auditors 
Association of Japan at a meeting in Tokyo on June 30, 1960. 
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divisional manager perform the function of management control. The objec- 
tive of internal auditing is to evaluate whether or not accounting and opera- 
tions are appropriately as well as reasonably controlled. 


Control here includes that of the executive function as well as that of 
the organization, institution and procedures which are means of controlling. 
It needs not be said that internal auditing centers chiefly on the executive 
functions ; however, in cases when an audit of the executive is set as the 
final objective, internal auditing and supervision and checks by manage- 
ment tend to overlap. So audit of the executive functions should provide 
a means of evaluating the whole if the executive function is appropriately 
controlled. 


The internal auditors become the staff of management through such 
functions as the above. Therefore the internal auditors do not direct or 
supervise the executive function by themselves. The internal auditing activi- 
ties and the daily directions, supervision and checks by management should 
clearly be distinguished from each other. 


Internal auditing becomes necessary in conjunction with external audit- 
ing. But essentially internal auditing is one thing and external auditing is 
quite another. So they are not absolutely alternative to each other. However, 
in operation it is desirable for cooperative relationship of the two to be 
maintained. The same thing can be said with the relationship between inter- 
nal and company law auditors. 


2. Necessity for Internal Auditing 


With regard to what a man does there is always something left to be 
done. Someone must check what others have done. 


Internal auditors review from an over-all point of view the established 
policy, plan and procedure in each division and each function. At the same 
time they bring to light to what extent top management’s policy is under- 
stood by enforcing departments—and also make the top management thor- 
oughly aware of the situation, in which internal auditors must help the 
communication in the organization horizontally, vertically, universally and 
systematically. 


Today’s management control has been to a large extent integrated, but, 
it is necessary to set up the internal auditing function within the organiza- 
tion along with the growth of the scale of the enterprise. 


3. Scope of Internal Auditing 


The scope of internal auditing depends on what is required of it by the 
top management and more practically on the number and capability of 
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the internal auditors and how other essential conditions are fulfilled. How- 
ever, not only the insufficient or fraudulent operation discoveries and dis- 
coveries of dishonesties and errors, but also auditing of operations are 
thought to be in the category of internal auditing. 


Management audit is performed in most cases through accounting data. 
Therefore, it presupposes complete accounting data, on which audit is made. 
Too much emphasis placed on management audit may tend toward neglect 
of accounting audit. This should not occur. Of late the scope of manage- 
ment audit tends to expand. For instance, although the audit of morale 
at the office and shop lacks in objectivity, today it is a very important sub- 
ject in management audit, and it can be thought to be in the scope of audit 
along with the problem of human relations. The audit of the circumstances 
where people work should by nature be studied subjectively and non- 
mathematically rather than objectively and mathematically. But this should 
also be regarded as a problem in the scope of auditing. And as for technical 
audit when the internal auditor considers it possible to deal with it, this 
should be treated also as a problem in its auditing scope. 


Beside the problems mentioned above as activities usually done by 
internal auditors there are audits of related companies, investigation of sub- 
sidiary companies and especially requested audits. 


The method of the audit of subsidiary companies is not necessarily the 
same as the audit of the auditor’s own company. Financial statement analy- 
sis and all-inclusive comprehension and comment by comparison are regard- 
ed as highly valuable. The emphasis of the audit is placed on the institution 
and methods in general, the policy of the parent company, enforcement of 
planning and the scope and the way the plan has been achieved rather than 
on each activity. 


The audit of the activities of a particular person should not be directly 
carried out unless specially requested; but the findings and recommenda- 
tions of the audit may be concerned with individual employees. 


INTERNAL AUDITING STANDARD 
1. The Organization of Internal Auditing 


The internal auditing department should report to the top executives 
in the management organization who can take into consideration the dis- 
covered matter or recommended items. 


It is absolutely necessary for internal auditors to have deep understand- 
ing and powerful support from the top executives to enable them to do 
auditing activities smoothly and effectively. 
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Although we have pointed out that the internal auditing department 
should belong to the top executive level, practically the form differed ac- 
cording to the difference of the managerial controlling organization of the 
particular enterprise, namely such characteristics as dictatorship by a presi- 
dent, the extent responsibility is placed on the top executive level, and the 
extent and degree general staff organization is established, centralized or 
decentralized control. The internal auditing department should belong to 
the executive level, but in practice may be considered as a part of the 
general staff, ¢.g., controller’s department. 


2. Independence of Internal Auditors 


Internal auditors should maintain independence from operating respon- 
sibility, and they should not be engaged in “those businesses which are the 
object of auditing. 


Internal auditors are by the nature of their work apt to be criticized 
by those departments audited, and at the same time their activities are apt 
to become critical as they audit the colleague’s activities. With regard to 
this point, internal auditors themselves must maintain independence, realiz- 
ing the importance of it. At the same time the top management should 
support the independence of the internal auditors, understanding the nature 
of the work. 


3. Adaptability of Internal Auditors 
Internal auditors must have an adaptability about personality, knowl- 
edge, judgment and techniques. 


Success of internal auditing depends to a large extent on whether or 
not appropriate internal auditors are available. Good personality, wide 
range of knowledge, sound judgment and advanced techniques are required 
of internal auditors. 


4. Selection of the Objectives of Internal Auditing 


In practice, the operations and fields to be audited should be decided 





and based upon the objectives of auditing, importance and riskiness of 
the operation audited, possibility of economy, etc. 


| 5. Implementation of a Plan of Internal Auditing 
A plan of implementation of internal auditing should be formulated so 


as to reflect opinion of the top executive. 


The policy on enforcement of internal auditing is to develop a situa- 
tion where internal auditors can work on the audited department in an 
atmosphere in which top executives are cooperative and highly interested 
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in auditing. In this sense the communications relating to internal auditing 
with the audited department might have better effect if they are made in the 
name of the top executives. In connection with an implementation plan of 
internal auditing the relationship between the internal auditing standard 
and its implementation plan should be made clear. Usually the standard is 
something basic which shows comprehensively the outline of the whole sys- 
tem of internal auditing. 


3y establishing an implementation plan a program of the details of 
the auditing activities on the particular object within a specific period 
can be formulated on the basis of auditing standard. 


6. An Implementation Procedure of Internal Auditing 
g 


An implementation procedure of internal auditing, which should be 
formulated in conformity with an implementation plan, should be decided 
on the basis of sound judgment of internal auditing so as to fit the circum- 
stances. An internal auditing procedure should have more flexibility than 
that of the public accountant’s audit. 


As for techniques used while enforcing internal auditing, there are 
vouching or test checking, physical inspection, confirmation, observation, 
comparison, account analysis, inspection, inquiry, reading, adjustment, etc. 


In application of the above techniques their reliability must be made 
sure and most appropriate techniques must be selected and used so as to 
fit the object and items. 


In the case of accounting audit, internal auditing techniques which 
shall be applied to it are different from those of management audit. About 
the items of accounting audit as well as management audit the technique 
which fits the problem in question most appropriately should be applied. 


7. Internal Auditing Report 


In an internal auditing report the pointed-out items, advices and recom- 
mendations are included ; in writing a report these things should be clearly 
distinguished from one another. The internal auditing report is to be sub- 
mitted to the top executives, and before making up the internal auditing 
report auditors should have a discussion with audited departments. The 
report must reflect adequately the result of the discussion. 


As for the address of the internal auditing report, there are various 
ways: only one copy may be addressed to the top management and the 
other to the department audited, or two different forms, one to the top 
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management and the other to the audited department. But the main thing 
is a report addressed to the top management. 


The exchange of opinion with the departments audited is very impor- 
tant in letting the department audited understand the significance of audit- 
ing and also in enhancing its practical effectiveness. This is particularly 
desirable to maintain good human relations which, in turn, help the effec- 
tiveness of auditing. 


8. Follow-up 


With regard to the items in the internal auditing report, specific items, 
opinions and recommendations by the internal auditors should be followed- 
up later to find out how they have been dealt with after the presentation 
of the report. 








ORGANIZATION AND RESPONSIBILITY* 


By SIGFRID TORNQVIST 
City of Helsinki 





HEN speaking of organization and responsibility we are concerned 

primarily with the question of how the organization is to be consti- 
tuted and how the managers’ and their fellow organizers’ responsibility for 
a business activity, mainly in a corporation, is to be adjudged. 


THE HUMAN FACTOR: 


The shaping of the organization is—or should be—a product of all 
those who are participating in the collective effort to achieve the goal set 
for the business. They have accepted the organization as soon as they have 
been given their part to play in it, but all the time they must also bear a 
major or minor share in the responsibility for ensuring that the organiza- 
tion proves capable of standing the test, that the outcome shall be as good 
as possible. Those who have held the various official positions in the organ- 
ization or who have participated in appointing them bear the responsibility 
for seeing that the right man has been put into the right place. Obviously, 
those who have some influence over the organization and who, when the 
necessity arises, are able more than others to bring influence to bear on 
appointments have a greater responsibility for the success of the conduct of 
affairs. More is expected of them. By appointments I mean the allotting 
of the parts to be played by every member of the firm. But “appointments” 
refers not only to the allotment of duties to men and women but also to 
machines, technical equipment and to the financial set-up. 





The organization is something abstract, a strategic plan that incarnates 
the spirit of the enterprise, but which acquires life and movement as soon 
as the different posts necessary for working it are manned and operations 
have started. The mobilization plan for the various forces constitutes the 
organization. The human factor is, as we have seen, the most important, 
but it is only one of the factors that make the enterprise start working. 


OTHER FACTORS 


Contributory elements in the interplay of forces within an organiza- 
tion (in addition to the human factor) are: 


* Excerpts from a speech delivered at the annual conference in Stockholm. 


40 














Organization and Responsibility 41 


1. the material, the mechanical, electronic or technical factor (the real 
capital ) 


2. the monetary factor (the element concerned with values) 


3. the power of growth within the organization 
4. time 
5. the external and the internal capacity of a harmonious combination 


of forces to create order and method, to provide security and to 
bring about a development of the elements mentioned in points 1—4 
above, including the human factor. 


The enterprise acquires its ability to function from the way in which 
the coordination of forces is managed, carried out and controlled or organ- 
ized, and the output capacity assessed in time, quantity and quality in 
relation to the demand in the market or to the deficiencies that have to be 
made good. It becomes a question of who is to execute or assume such 
and such a responsibility, where and when it is considered necessary to 
go full speed ahead or to slow down—in other words, how the available 
resources are to be utilized. And so a whole complexity of problems piles 
up demanding solution, through the application of correct weighting and 
balancing in the time available. In this respect it would seem that sound 
information is indispensable ; in other words, sound, quickly available, com- 
plete and correct data should be the economic instrument on which the 
management, its appointed representatives (indeed its entire working staff), 
should base their decisions and actions. 


THE IMPORTANCE OF SALES 


Merchandising (that is, the distribution and sale of the firm’s products) 
is the ultimate goal. All productive efforts have this as their ultimate aim, 
although many are made indirectly and do not make a bee-line for the 
objective. 


As a rule, therefore, the plan of business operations and the organiza- 
tion gain their impulses from the sales volume, from the expectations enter- 
tained, from the data in regard to realities and the optimism that actuates 
the department concerned. In fact, of course, it is the sales that provide the 
earnings needed to run the business. 


If we assume that the main object is, or should be, to satisfy the cus- 
tomers’ or the clients’ demands both now and in the future, this presup- 
poses that the business is well organized, well managed, well planned and 
its functions well regulated, and further that its vitality is strong enough 
for its activities. All this implies something that is never fully accomplished ; 
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it must be continuously maintained. The business equipment must, in other 
words, be kept in good condition and preferably reinforced ; it is necessary 
to keep the equipment up to date if the firm’s position on the market is to 
be maintained and preferably improved in order to meet competition. 


BUSINESS UNDERTAKINGS COMPARED WITH HUMAN BEINGS 


A business organization is not an end in itself. On the contrary, its pur- 
pose is to afford the various resources a possibility of achieving something, 
and the better it functions the better it can be claimed that the organization’s 
division of labor and spheres of responsibility within are managed. Here 
we may draw some comparisons with the functions of living beings. 


Four different functions must stand the test if a life is to be able to 
carry on. These are: breathing, circulation of blood, heat regulation, and 
finally, life itself—that is, the proper functioning of the whole. 


We might well draw certain comparisons between these four essential 
conditions for life and the demands that may be made on a firm’s dynamic 
powers and essential conditions for its existence. These are: 


1. the supply of the means of payment intended to keep the firm in a 
position to pay for the services and utilities of which it is itself in 
need and without which possibility its business activities would 
rapidly come to a stop and it would no longer be prepared to pay 
its way (respiration out of order). 

This means of support (breathing) may be divided into three sub- 
functions, which, however, are correlated—viz.—to ensure 


a. the covering of operational costs with means of payment (the 
firm’s own and borrowed capital) by keeping the result of its 
operations positive and not for any length of time negative so 
that the firm would begin to gasp for breath, but preferably pro- 
ducing so large a surplus that 


b. the consideration (dividend on profits) payable for investments 
in the capital accounts (share capital) and the firm’s total short- 
term debts (loans) is safeguarded, and 


c. that the possibility of a steady expansion or re-equipment of 
the firm’s capacity by self-financing can come into question with- 
out financing by means of excessive borrowing having to be 
resorted to, with the risks involved in having to find cover to 
meet interest and amortization payments on the loans. 


2. operational costs should be met out of earnings; there must be a 
profit, which is required to provide the means of payment. Cover 
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for operational costs may be likened to the blood circulation (the 
heart). To this category belongs also the supply of materials that 
has to be safeguarded, i.e., the capacity to have available those 
materials, articles or goods (raw materials, semi-manufactures and 
finished products) of which the business is in need in order to pro- 
duce for its own requirements or to be able to sell its goods to its 
customers. 


3. the supply of means for running the plant, 1.e., procurement and 
equipment, as well as the maintenance of those techniques which 
are required in order to ensure that the technical capacity is fully 
available. This kind of supply may be called the firm’s heart regu- 
lation. It provides the mechanical and other forms of energy that 
are needed. 


4. the equipment in the way of staff, this being in actual fact the prime 
mover for everything else and, ultimately, as the most important 
factor in the whole corporate body, gives to the firm its vital func- 
tion. 


In regard to private firms, it may be supposed that profit is the objec- 
tive that is the sole driving force; this, however, is not quite correct, for 
profit does not alone give an answer to the question whether a firm is well 
managed or not, if it possesses any vitality. The personality of a firm—its 
capacity and its various functions, or rather, the building-up, maintenance 
and utilization of its capacity, and its success in the face of competition on 
the market—gives a far better conception of that point. True, the function of 
the heart is vital, but if respiration and the production of heat cease, then 
biological life comes to an end. The same applies to a business. It is neces- 
sary, therefore, to take every possible care of the organization and to see 
to it that the interplay between the various elements or sources of energy 
is given every chance. The stability of the firm depends on how impervious 
the firm is to “knocks from inside and from outside,” how vulnerable it 
is, or in other words, how sound is its condition and what powers of endur- 
ance it possesses. It is from that point of view that I have desired in the 
manner described to analyze those internal and external details which ex- 
press the firm’s competitive power or, to express it more vividly, its vitality. 
I shall not explain here the various principles by which the “pyramid of 
management” is built up. 


As soon as a business enterprise or its entire organization acquires 
life—the will to struggle and live, the will to grow—then the organization 
is at once put on its mettle. The precondition.for an organization with a 
high level of production is that the sources of loss shall be the smallest 
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possible and that cover to meet expenditure is safeguarded through sales ; 
then its operations—the blood circulation—function perfectly. 


MAIN SOURCES OF LOSSES 


As a rule, the following sources of loss, among others, come into ques- 
tion: 1) waste, 2) materials loss, 3) idle time. These can be gauged by 
actual measurement, and they indicate possible unnecessary losses, which 
are the main sources of loss and how large they are. It is, of course, just 
the unnecessary losses that people belonging to a sound organization are 
anxious to remove. Much is already gained if they succeed in reducing 
them. 


OTHER SOURCES OF LOSSES 


But there are other sources of loss on which one must keep an eye. 
1) credit losses, i.e., those that arise because of the insolvency of customers. 
2) stagnating costs (interest and writing-off charges). Earnings must be 
provided to cover these items, too—in other words, earnings must be ear- 
marked for them. Careful attention is paid to problems of this nature, 
although no light may be thrown on the unnecessary stagnating costs but 
merely on indicating how large a contribution the acquired earnings make 
towards covering the fixed financial charges. It is to be noted that the more 
the firm’s capital or technical equipment increases, the more important will 
it be to keep an eye on the risks and the losses involved in augmenting 
the role played by the mechanical factor and to ensure that the supply of 
funds for investment in plant is safeguarded by self-financing or financing 
by loans. There are other sources of loss still to be traced. 3) idling costs, 
that is to say, such as exist because the function is ticking over without 
yielding any value for the firm. 4) misappropriation of income or assets. 
This source of loss may be divided up into losses due to financial benefits 
being allowed to customers or suppliers that go beyond what is traditional 
or customary in the trade and special advantages that exceed what is con- 
sidered necessary. What an auditor mostly has to deal with among the 
losses belonging to this category is such circumstances as are concerned 
with dishonest actions—to the advantage of the person acting dishonestly 
or of a third party and to the detriment of his principal. It is here that the 
internal control has its obvious importance, and likewise the auditor’s 
sample-test checkings with a view to action being taken to reduce these 
losses to a minimum. 


HUMAN RELATIONS 


It has been suggested above that the burden of responsibility will be 
easier to bear if an official in a responsible position is allowed to have some 
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say in defining his sphere of responsibility, to get a clear grasp of his 

position of responsibility—yet not merely of his own but that of the work- 
j ing team to which he belongs—in other words, if he is allowed a certain 
: liberty of action, acceptable to him, within which he can have a free outlet 
for his energies. He must be approachable and ever ready to approach others. 
In fact, we may speak of an intensity of contact-maintenance, and if this is 
high it may be assumed that he will be content with and enjoy his work 
and will easily adjust himself to ups and downs in the amount of work he 
has to do, so that the result will be satisfactory. But an employee is a more 
highly productive worker, without its costing the firm any more, if he 
knows that he is an essential cog in the wheel and is recognized as such, 
if the staff are pleased to feel that he is on his job and is running it in the 
way he does, if they show an interest in him and assess him at his proper 
value. His fellow-workers would like to have the same feeling, for the 
work team, indeed everyone, in actual fact bears the total responsibility ir 
a spirit of mutual cooperation ; the co-workers who participate in the joint 
responsibility and in the common effort would like to see the fruit of “their” 
endeavors shared on certain acceptable fair principles. A responsibility 
entrusted to a person should not be conceived of merely as a duty but also, 
and equally perhaps, as a privilege. A kind of reciprocal action then comes 
into play—an alternating current flows, so to speak, into the power lines 
as in an electric plant, and the function—the contribution—can thus be 
better adjusted to the rhythm of the enterprise, its business activities there- 
by receiving a stimulus. 


Naturally, the level of the demands made on those who bear the respon- 
sibility must be kept within the bounds of practicability. Proposals and 
impulses with a view to improving the organization are dealt with in a 
well-managed enterprise with the necessary careful consideration by the 
management and by the staff; the sense of active participation is strength- 
ened, and the feeling of doing one’s best becomes a reality. The fact that 
the firm may be regarded as one’s own—community of work is as far as 
possible removed from any kind of “bondage’”—produces a result more 
than anything else does; it increases the result and sooner or later gives 
an optimal result provided the management is equal to its task. The surplus 
derived from its operations is then not the sole measure of the firm's 
quality and of its ability in the long run to survive and expand. 


If the business principles applied are accepted and revised to suit 
changing conditions, or if the routine and the methods are clearly defined, 
then the firm’s activities may be likened to those of air traffic, in which 


altitude and direction and weather conditions are properly plotted, while 
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radar and other instruments are adjusted at the correct places and times 
so that nothing shall go wrong. In air traffic it is a question of human hie ; 
in business activities, on the other hand, it is a question of the firm’s life, 
and that life, provided it is well organized and well managed, lasts longer 
than a generation—the enterprise with sound traditions is able in many 
respects to build further on the foundations laid by previous generations. 


He who must bear the consequences of an ill-performed responsible 
task may be tempted to put the blame on mistakes and perhaps to pass the 
responsibility on to others, or maybe he keeps his blunders secret, con- 
ceals them or covers them up, or else he works harder than ever with a 
view to minimizing his mistakes. The consequence of these countermeasures 
is that the management is kept ignorant of the true state of affairs. It is 
actually possible to systematize all this secretiveness, as any experienced 
auditor has no doubt become aware of in the course of his work. 


MORALE IN AN UNDERTAKING 


Ability and keenness are often called the “genius” of a business. There 
are many components in this good genius. For instance, it is not merely 
a question of the responsibility being delegated and giving a certain author- 
ity ; it demands respect and the power of projecting oneself into one’s job; 
it demands courage and belief in success. Managers at various levels, and 
the auditors too, all constitute the living limbs in a joint organization, a 
dynamic unity in which practically everyone is an organizer—the top offi- 
cials more so than those lower. The more everyone is aware and realizes 
that all are in the front line of defense against these sources of loss, the 
greater the prospect of the entire enterprise, the community of work, suc- 
ceeding in making it prosper. 


As I have already indicated, responsibility implies that one must not 
betray the confidence placed in him by his being entrusted with a task, 
that one performs it in the manner in which the employer has had reason 
to believe and has desired that it shall be carried out. Moreover, one has 
to bear the unpleasant consequences if that confidence has been betrayed ; 
perhaps one has a personal sense of guilt in the matter—if not, then others 
may consider that one should have a sense of guilt and react accordingly. 


Confidence implies a delegation of trust, but all responsibility cannot 
be delegated. Responsibility of this kind is called by the Americans account- 
ability instead of responsibility, which is the kind of responsibility that is 
usually borne and which is referred to here. 
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THE PLACE OF THE AUDITOR 


Finally, I should like to stress that in all work concerned with organiza- 
tion, control and auditing, we must remember the man behind the figures. 
The auditor should bear in mind that he must regard men and women 
whose work is under scrutiny not as robots and machines but as human 
beings of the same stamp as himself and as people who perhaps want to do 
their best but cannot always do so. His job is to try to lend support and 
assistance, although it is not for him to perform the work. Further, he is 
the alarm clock, so to speak, which must not let the worker down. And 
more than that, it is his duty to give information and to let the deciding 
authorities assume the responsibility. The auditor himself has quite enough 
responsibility without taking that of the management on his shoulders. It 
is his responsibility to sound the alarm if something that has to be done is 
neglected, and if what is done is done in such a way that the result is un- 
satisfactory. For him to be able to carry on his work frankly and without 
restraint the auditor—especially one concerned with planning and policy— 
should hold an independent, assured position within the administration. 
When an auditor finds fault, he finds fault with the matter in question and 
not with the person behind it.-Not until then is the audit really objective, 
and in that case the details will not be overlooked either. The manner in 
which observations and any possible criticisms may be most suitably made 
in order best to attain their aim requires a whole chapter in itself, but we 
must pass over that here; it will suffice to point out in this connection that 
the result will be most effective if observations and criticisms are made 
in such a way that the person concerned is able to conceive of them as 
being suggestions coming from himself and not as instructions emanating 
from his superiors. 


































WIDENING THE INTERNAL AUDIT HORIZON* 


By H. C. BOOTH 
Divisional Chief Internal Auditor, North Western Division, National Coal Board 








INTRODUCTION 


” 1947, the objectives of internal auditing as defined in the Statement 
of Responsibilities of Tne INstiITUTE or INTERNAL AUDITORS, were as 
follows : 

“Internal auditing js the independent appraisal activity within an 
organization for the review of accounting, financial and other opera- 
tions, as a basis for protective and constructive service to management. 
It is a type of control which functions by measuring and evaluating the 
effectiveness of other types of control. It deals primarily with account- 
ing and financial matters but it may also properly deal with matters of 
an operating nature.” 


By 1957 it was decided that the activities of auditors in the operational 
field had so developed that the statement should be reviewed and it now 
reads : 

“Internal auditing is an independent appraisal activity within an 
organization for the review of accounting, financial and other operations, 
as a basis for service to management. It is a managerial control which 
functions by measuring and evaluating the effectiveness of other con- 
trols.” 


There is no doubt that most internal auditors would welcome a widen- 
ing of the scope of their work from what is regarded as the traditional field 
of financial and accounting controls into the wider field of operational con- 
trol, and I expect that many of you have seen that happen over the past 
decade as I have done in my own organization. 


We should, however, do well to consider some of the problems or limita- 
tions or obstacles that have to be dealt with before this objective can be 
achieved. 


I propose, therefore, to look at the matter first from the viewpoint of 
Tue INsTITUTE in the United Kingdom and then from the viewpoint of 
the area in which lies our work. 





* Presented at a London Chapter meeting. Reprinted from The Accountant, January 


2, 1960. 
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CONCEPT OF A PROFESSION 


In a recent article in The Accountant on “Chartered accountancy as a 
profession,” two definitions were given by Mr. Peter Wright, Q.C., of 
Canada. The first, “a calling of experts qualified by training.” The second, 
“a self-disciplined group of individuals who hold themselves out to the 
public as possessing a special skill, derived from training or education, and 
who are prepared to exercise that skill primarily in the interests of others.” 


In Tue Institute or INTERNAL AvpbiTors, admission to membership 
is based not upon examination but upon the work that a man is undertak- 
ing, and the bulk of its members are persons who are employed by indus- 
trial concerns. The members have a common interest in that they are 
carrying out the same sort of work for their various employers and are 
seeking to improve their performance by the exchange of views and ideas, 
and by discussion. 


They hold themselves out to their employers as possessing special skill, 
but by the terms of their employment they cannot hold themselves out to 
the public at large. Discipline is a matter of the individual’s conscience and 
his other professional associations, but it does not stem from rules laid 
down by the group—Tue INsTITUTE. 


It seems to me, therefore, that Tue INstiruTe does not fit within the 
broader definition of a profession, but I think there is no doubt that the 
limited definition, namely, that of a calling of experts qualified by training, 
is one which can properly apply. 


THE INSTITUTE OF INTERNAL AUDITORS IN THE UNITED 
KINGDOM 


a. Numerical strength 


The London Chapter was formed just over eleven years ago, and by 
early January 1958, shortly before its tenth anniversary, it had a member- 
ship of ninety-nine. Since then four Chapters have been formed in the 
provinces in the United Kingdom, and by the end of March 1959, the United 
Kingdom membership had more than doubled and was standing at 217. 
In January 1958, the United Kingdom membership was 2% per cent of 
the total membership of Tue Institute. In March 1959 it was more than 
5 per cent of the total membership of Tue INstITUTE. 


But a substantial portion of this increase has come from the same indus- 
tries and the same organizations that were represented in the London 
Chapter in January 1958. 
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b. Industries represented 


The term “internal audit” is used to describe work that is widely differ- 
ing in its scope and application. On the one extreme, one has the internal I 
audit staffs who spend part of their time on the verification of payments to 
creditors, before the payment actually takes place. I have met this sort of 
work in commerce and in local government, and although it is described 
as “internal auditing,” we of Tue INstiTUTE regard it as, in fact, another 
step in the system of internal check. At the other extreme I have heard 
of an organization that employs a man who is described as the internal 
auditor, but he is in fact the personal assistant to the managing director. 
He is given that title so that he has the necessary independence and authority 
to go into all departments to carry out investigations and report back to 
the managing director. 


Now how far is our membership in Tue INstiTuTE representative of 
internal auditing in the United Kingdom? Most of the basic industries are 
represented, e.g. 


a. Power—electricity, gas, coal and oil. 


b. Transport—road, rail and air are covered, although we are only 
thin in membership in respect of the road and rail services. 


c. Iron and steel—we are somewhat thin on the ground nere also, but 
this may be partly due to the fact that Chapters are not conveniently 
situated to attract members from the industry although with the 
recent spread one would hope to see more of the companies in this 
industry represented. 


Another major industry that has only part representation is the motor 
industry, and it is interesting to note that the members of the London 
Chapter drawn from that industry are from companies with American 
connections. 


Other industries represented are engineering (various branches) , chemi- 
cals, oil refining, rubber, motor cars and accessories, soap, foodstuffs, elec- 
tronics, gramophones, wireless, paper manufacturing, shippers, railway 
equipment, fertilizers, furniture, and office equipment. 


Conspicuous by their absence are internal auditors of government— 
central or local. There are exceptions in that one or two of the provincial 
Chapters have local government internal auditors as members. I have 
mentioned earlier that some local government internal auditing might prop- 
erly be described as internal check, but nevertheless other parts of that 
auditing are internal auditing as we know it. There is no doubt that local 
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government auditors could make a substantial contribution to the activities 
of Tue INstiTuTE and to the common pool of knowledge that we are seek- 
ing to establish. 


There is still a great potential field of recruitment to Tue INstITUTE 
which remains to be tapped, and an influx of members from this field will 
be all to the good in enabling us, because of the additional experience and 
views that are brought in, to take a wider view of our activities. 


SCOPE 
The raison d’étre of an internal audit department is to satisfy a funda- 
mental need of management. 


The informal personal control such as that exercised by a proprietor 
in a small business becomes increasingly difficult as companies and under- 
takings grow in size and spread the field of their operations. The larger 
the business, and the more removed the proprietors are from day to day 
management details, the more important become the instruments of con- 
trol and the more pressing becomes the need for controls to be reviewed 
and appraised regularly to see that they are functioning properly. 


Just as the shareholders of a company require assurance from an inde- 
pendent source (their external auditors) as to the state of affairs of their 
company, so the directors or boards of management of large combines and 
national industries require an honest, incorruptible, impartial and skilled 
reviewing and appraising service to report on the effect of their policies and 
the operation of their controls, and thus we have seen the creation and ex- 
pansion of internal auditing. 


So that these fundamental needs may be met, internal audit will be 
required to give to top level management certain assurances, namely, that 
the procedures that management has laid down are sound in themselves 
and that they are operating as planned. More specifically, assurances will 
be required from internal audit; that (a) assets are effectively safeguarded, 
(b) expenditure is properly authorized, (c) income is accounted for com- 
pletely, (d@) financia] statements of account are accurately prepared, (¢) sys- 
tems of internal check are adequate and being followed ; and internal audit 
will also be expected to be constructive in its approach to these duties by 
making recommendations for dealing with weaknesses disclosed and for 
improving efficiency. 


A tribunal on a wages dispute said, a few years ago, to the nation some- 
thing on these lines, “Having willed the end, you must will the means.” 
So with internal audit. Management having seen the need, created the 
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service and decided the coverage that it requires from that service will 
then assess the number of employees that it is prepared to allocate to the 
service and will appoint a head of the service. 


Management will expect the head of the internal audit service to prepare 
a program which will ensure adequate review of all the records and trans- 
actions that need to be reviewed to give them the assurances they require. 
Management will agree the program in outline and will expect internal 
audit to complete it without fail. Should a situation develop that will cause 
a short fall in the extent of completion of the program of audit work, then 
management will expect to be informed early to see whether other arrange- 
ments should be made. 


But management will not, without good reason, man internal audit 
departments in such a generous measure as to allow of a liberal staff being 
available to take on other assignments. The numerical adequacy of staff 
is a constant problem in internal audit, as the very nature of the work in a 
large organization reveals additional facets that the conscientious auditor 
knows must be brought under audit review and that cause him to redeploy 
his staff accordingly. He is generally in the position of having the power 
to increase his work burden without having the power to increase his staff. 


There seems to be little or no restriction on internal audit’s access to 
documents and records, and, generally, internal audit is given a free hand to 
carry out such examinations and inquiries as it considers is necessary so 
that it can give the assurances to management that I have referred to. 
These examinations and inquiries will take internal audit into most depart- 
ments whether the audit is a functional audit or an organizational audit, 
and as a result, the internal auditor gains a good knowledge of the work 
of each department in the organization and the interrelationship of the 
departments one with another and with the directing management. 


The knowledge and experience that the auditor gains in this way, and 
the techniques that he develops can be used on work other than that which 
is necessary to ensure minimum coverage. But it can only be used if the 
necessary brief is obtained from higher management. Management must be 
prepared to foot the bill either by means of more staff being allocated or 
through a reduction in the routine work burden that is placed on internal 
audit. 


The idea of widening the scope may come from management or it may 
come from the internal auditor pointing out a line of inquiry or investigation 
which he considers should be followed. The decision, however, rests with 
management. We often say that internal audit should train itself to think 
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like management, and it seems that in considering whether to extend the 
scope, management would look first at the cost. This will be capable of 
precise evaluation in the case of additional staff but not so precise if exten- 
sion is provided by allowing us to curtail our normal work. 


Management would then look at the return it would get from the in- 
creased cost and would consider whether the end product would be (a) an 
increase in the income of the undertaking, (b) a reduction in the expendi- 
ture of the undertaking, or (c) maintenance of the level of operations as 
opposed to an expected fall in the level of operations. 


But would management consider the money well spent, if the return 
were only either an increase in protection or a confirmation that the other 
procedures brought under review were, in fact, satisfactory? We hope 
that they would. 


RESPONSIBILITY 


So far we have looked at the question of the scope of our work without 
considering the line of responsibility. It is generally accepted that internal 
audit needs the independence that stems from a line of responsibility to 
the highest level of management, and although in the Statement of Responsi- 
bilities Tue INsTITUTE says that internal audit’s objective is to assist all 
levels of management, generally speaking it is with the highest level that 
internal audit is concerned. 


We pride ourselves on taking an objective view of each situation, and 
I believe that the service to the top management should be constantly in 
our minds as the goal to which all our efforts are directed. This is not to 
say that service is not given to other levels of management. It is, but, in fact, 
it is so given as a by-product of our service to top level management. Thus 
the status of the official to whom the head of the audit service is responsible 
has a major influence on what we do and the extent to which our horizons 
can be widened. 


Generally, because of the traditional conception of internal audit and 
its links with external audit and finance, the head of the internal audit 
service is responsible to a senior official of the finance department. It is 
often argued that to extend the scope of internal audit would require the 
head of the service to be responsible to an official concerned with general 
management, as opposed to one with a departmental responsibility. 


So far as the scope of our work is concerned and the opportunity to 
go into other fields, | think that it does not matter what title the official 
to whom we are responsible bears. The deciding factor is not his title, but 
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his status and position in the organization and his approach to his own 
particular job. If the finance official to whom the internal auditor is respon- 
sible is playing a major part in management, i.¢., if he is the type of official 
who can be described as a controller, who is active in the general manage- 
ment field and takes part in the formulation of plans and in making policy 
decisions, and has both the power and ability to criticize constructively the 
work of other departments within the organization, then the internal audi- 
tor benefits in two ways because the controller (a) has an intimate knowl- 
edge of the financial and accounting controls that are brought under audit 
review and in respect of which he has over-all responsibility, and (b) has 
wide interests in the general management field, in which he may encourage 
audit operations. ; 


On the other hand, if the official to whom internal audit is responsible 
is limited in his scope and in his outlook, he will have little or no influence 
on other departments, and internal audit may find itself denied access and 
receiving only grudging cooperation. 


When the stage has been reached where the widening of the scope of 
internal audit is accepted as desirable by higher management, a situation 
may arise that lower management is not receptive. 


The installation of a new technique such as method study or standard 
costing may be sold with an almost evangelical fervor because it is new. 
But the increasing of the scope of internal audit may be regarded as “empire 
building” since auditing is not new. Auditors of one sort or another have 
always been at work in and around the organization, and when the line of 
responsibility goes to the top, the auditor may be viewed as a headquarters’ 
man. We have all heard the description “infernal auditor” or “Gestapo” 
used, generally humorously but with an underlying current of feeling. If 
lower management object to widening the scope of internal audit, how 
far will top level management be prepared to go to enforce their views? 


The problem here is one of relationship and cooperation with the lower 
levels of management. It is always with us and it emphasizes the need for 
the auditor to become so established that he is accepted as a person of 
integrity, completely objective in his outlook. 


One further point which will need to be dealt with is the problem of 
communication. If internal audit is to be the “eyes and ears of manage- 
ment,” if it is to work in wider fields than has been the case in the past, 
then it must be kept informed as to the objective of the undertaking, the 
policy that is being followed to achieve this objective and any changes that 
take place from time to time. This will increase the volume of documents 
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that have to be examined and digested by the head of internal audit and 
will cause careful consideration of how much or how little need be dis- 
tributed to audit staffs. A balance has to be preserved between effective 
work and time spent on the studying of documents. 


REPORTING 


Generally the routine audit of a unit is followed by the circulation of a 
report with recommendations addressed to local management for action. 
Copies of reports either in full, or in summary or digested form will usually 
go to the higher levels. It is common ground that to ensure fully the effec- 
tiveness of internal audit, points raised by the internal auditor which re- 
quire attention should be followed up by management to see that they are 
considered and dealt with. The most effective follow-up is that undertaken 
by line management, and this is the method which is generally adopted. 


But what circulation is to be given to reports on the examination of 
situations outside the routine program of internal audit? So far as those 
commissioned by the top level are concerned, undoubtedly copies will go 
to the top leve! and to preserve relationships both of management with 
management and internal audit with management ; only in the most excep- 
tional cases should circulation not include the local management official 
who is responsible for the unit or units concerned. 


Where additional inquiries are commissioned by local management, 
however, the situation is completely different, and it may be that if circula- 
tion of reports were restricted, more demands would be placed by far- 
thinking local management teams on internal audit. But the fear that any 
deficiencies would automatically be brought to the notice of higher man- 
agement could deter local management from asking for inquiries to be made 
in certain cases. For example, the inquiries may reveal situations in exist- 
ence which should have been recognized and dealt with by local manage- 
ment, and if these came to the notice of top management they might reflect 
on the controls and performance of the respective departmental heads. 


On the other hand, it could be argued that the commissioning of an in- 
quiry by local management demonstrated that local management recognized 
the need and required an independent appraisal to enable it to decide what 
action should be taken to remedy the situation. But it needs a big man to 
take this view. The reluctance of local management in these circumstances 
may be overcome if it were agreed that the onward transmission of the 
report should be delayed until the management official who had commis- 
sioned the work had considered the report, decided on the line of action and 
had taken the appropriate steps. 
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This problem is, to my mind, one which can only partly be solved by 
the establishment of good personal relationships. In the main its solution 
depends upon the outlook of management both local and top level. It should 
not be dealt with by the suppression of the onward transmission of reports 
up the chain. 


EFFECT ON EXTERNAL AUDITORS 


There is no doubt that the existence of a well-organized, competent, effi- 
cient and independent internal audit department has a material effect on 
the approach of the external auditors to the duties laid upon them by the 
statutes under which they are appointed. 


There is a large measure of common ground between internal and 
external audit, as both are concerned with the validity and integrity of the 
periodical accounts produced and both are concerned to reveal transactions 
that may not have reached the books of account. The result has generally 
been that the external auditors have reduced their work of detailed check- 
ing, and in consequence there will have been a reduction in the fee which 
they charge for their services. 


Cooperation between the external and internal auditors can only take 
place if management permits, and while the day-to-day work and examina- 
tion of interim accounts is generally regarded as work properly falling 
within the scope of internal audit, the year-end verification of balance sheets 
is the prime responsibility of the external auditor. If internal audit is to 
aid external audit in the verification of the balance sheet, therefore, that 
work can generally only be undertaken with the specific permission of 
inanagement. 


To take cognizance of internal audit and thereby bring about a reduc- 
tion in the fee, the external auditor will expect internal auditors to display 
and apply a professional approach to financial and accounting controls, 
will expect to be consulted on the internal program of work and to have 
access to all internal audit reports and working papers. 


Generally speaking, if internal audit is of such a calibre that manage- 
ment will consider widening its scope, then it will satisfy the essential re- 
quirements that the external auditor will have in mind in reducing the 
extent of his review. An extension of internal audit operations into other 
fields which causes a reduction of our coverage on routine work might, 
therefore, lead to a decision on the part of the external auditors that they 
require to increase their coverage to fill the gap created and thus lead to a 
request for an increased fee. On the other hand, they may accept a reduc- 
tion of internal audit coverage and an extension of work into other fields 
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as evidence of a well-organized and controlled undertaking. It is a question 
of negotiation and discussion and in the ultimate, the decision rests with 
the professional conscience of the external auditor. 


STAFF 

I said earlier that our organizations, generally speaking, would only 
provide us with sufficient staff to meet the burden that will fall on us in 
respect of the program of work that they have laid down. If management 
does consider that internal audit can help in other directions, there would 
either have to be a reduced coverage elsewhere or additional staff. I men- 
tioned also the problem of communications to the staff of broader matters 


of policy. 


The first requirement of the staff is that they should be well versed in 
audit techniques and capable of undertaking a review and appraisal of 
financial and accounting controls. and this presupposes a good knowledge 
of accounting principles and their application. 


It is inevitable, therefore, that they will initially be viewing problems 
from the accounting point of view and not all would have the capacity to 
absorb and undertake the additional work. Conventionalism or lack of 
knowledge would limit the scope of operations which could be examined. 
They would have to be sympathetic to the new approach, and whether they 
would come from the organization itself or come from the outside is a 
matter which would have to be carefully considered. 


It is probable that as the work widened in its scope, they would come 
forward with requests for additional remuneration because they would 
have to acquire increasing technical knowledge of their industry to carry 
out the new duties to their full extent. This knowledge would be needed 
over and above the objective and logical approach from an independent 
viewpoint that is expected of them in their normal day-to-day work. 


RELATIONS WITH OTHER SPECIALISTS 


No organization will be prepared to pay twice for the same job. While 
we are undertaking the work that has been properly regarded as ours, over 
the years, the question of duplication does not arise. But in widening our 
horizons, we will be looking to extending audit work into the operational 
field, and here we come up against other specialized services that have 
been developing apace, side by side with our own development. So far as 
office methods and administration are concerned, we have organization and 
methods departments set up to enable those responsible to achieve an effi- 
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cient organization and to see that they are adequately staffed for the work 
they have to do and no more. 


In relation to industrial operations, we have methods study teams that 
examine each step in an industrial process with a view to reducing the 
methods to the easiest, simplest and most economical methods that can be 
operated. And in both fields, and the field of standard costing, we have firms 
of business consultants who can be called in where the need shows itself. 


It seems that there will have to be a clear demarcation so that there is 
no duplication of effort of service departments such as these, and internal 
audit, and it may be that this end will have been served if internal audit, 
having revealed a situation that calls for action, recommends that one or 
other of these other service activities be called in to make a detailed review. 


CONCLUSIONS 


These seem to me to be some of the practical considerations that have 
to be dealt with in evolving a wider sphere of internal audit operations. 
Largely it is a question of what is possible, and there have been many 
remarkable changes in the post-war world in our estimations of what is 
possible. 


For many years, the four-minute mile was the ultimate goal of mid:’ 
distance runners. They thought that that was perfection, and the barrier i 
the way of its achievement was mental rather than physical. Then Bannister 
broke the barrier and others followed, for what one man can do others can 
copy, and in copying can do even better, as witness the efforts of Elliott 
stimulated by the achievements of others and by the Melbourne Olympic 
Games. 


If we can convert one management official to the wider use of internal 
audit, then the trickle of demands over and above our normal program can 
become a flow, for the ultimate horizons of internal audit are as wide as 
the management of the organization wishes to make them. 

















THIS IS MY LIFE*... 


By AN INDUSTRIOUS ACCOUNTANT 


CHAPTER 76 


HE biggest problem in modern business is how to find time for all one 
wants to do. There is so much pressure of unexpected work; casual 
telephone calls proliferate; conferences lengthen; meetings multiply; col- 
leagues sit down across the desk and produce new problems for patient 
unravelling. It is impossible to settle down to a day’s uninterrupted ex- 
amination of any of the points which register as needing critical attention. 


Why is our factory’s piece-work bonus system so complicated, with 
ancient cost-of-living percentage increases and seniority advances? The 
girls at the machines can’t foliow it without ceaseless queries and involved 
arguments. Why is the basis for allocating overheads to departmental sales 
so obscure? Why do all our managers have different commission rates in 
their agreements? Simplification must pay off handsomely. But we've no 
one available to sit down undisturbed at a level high enough to ensure 
accurate answers. The solution seems to be to appoint an internal auditor ; 
the assignment will develop with the man. 


It’s a new personnel idea for us, so I discussed it with Prinny (the Per 
sonnel Manager) first of all. Obviously, its success depends on the personal- 
ity of the first incumbent, so we must pick with care. My departmental 
accountant lacks drive ; his number two is so fussy that he inspires the wrong 
reaction ; after much sifting of names we decided to promote our young cost 
accountant, and Prinny asked him in for a preliminary chat. 


* * * 


Our cost man is very promising. He’s keen, quickwitted, and a glutton 
for work; his only fault is a sort of intense earnestness which sometimes 
antagonizes characters with guilty consciences or naturally sluggish work- 
ing tempo. So I talked to him about smoother human relationships ; a little 





* Reprinted with permission from The Accountant, May 13, 1961. 


“This Is My Life” is a regular feature in The Accountant, the English publication 
which is the only weekly accounting publication issued. For the benefit of those of our 
readers who have not been able to read this delightful feature, we plan to reprint 
occasional items of particular interest. Also for the benefit of non-readers, “Prinny,” 
who is referred to in this article, is the personnel mandge 
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more camaraderie, a touch of insouciance, a dash of bonhomie thrown 
in... it all helps. He promised to remember ; he was eager and ambitious. 


He was good with Prinny, too. We had a three-cornered discussion ; 
Costs curbed his natural urge to contradict his seniors’ assumptions ; behind 
his rather thick black-rinimed spectacles a ray of good fellowship struggled 
for survival; his ability was manifest. There was ample scope for it to 
operate in our organization. Prinny had some theories also, though his basic 
thought was that anyone he didn’t like personally was obviously redundant. 
He poured out his special-interview coffee, produced cigars and looked 
rather surprised that we had survived so long without an internal auditor. 


At this stage, Costs surpassed himself. With courtly grace he whisked 
out a gleaming lighter, said with gay comradeship: ‘Allow Meg, sir,’ and 
flicked it under Prinny’s nose. It failed to light. And failed again. It was 
clearly over-saturated with fuel. He thumbed it fiercely again; and the 
whole thing flared up suddenly with a blue and yellow flame, burning his 
fingers, so not unnaturally he dropped it. Prinny, penned in his heavy swivel 
chair couldn’t dodge quickly enough ; the falling lighter hit the coffee cup, 
and blazing lighter and boiling liquid landed simultaneously in Prinny’s 
grey-flannelled lap. In his wild struggle for safety he knocked over the 
coffee-pot deluging both the desk and the carpet, and chaos reigned for a 
moment, 


In the flurry of blotting paper, handkerchiefs, and dripping textiles, 
Costs struggled gamely for insouciance. ‘Actually, sir, it was wretched 
coffee, anyhow,’ he said, with the ghastly grin of a Claude Duval jesting 
on the gallows, and Prinny nearly threw the coffee-pot at him. 


* * + 


In gloomy silence, I was burying my dream of an internal auditor, when 
Prinny suddenly began to chuckle. “You know, old boy, I liked his crack 
about the coffee,’ he said. “That chap will go far.’ So we confirmed the 
new appointment there and then, with a fervent prayer that he won't go 
too far next time. 





THE ROUND TABLE 
Edited by JOHN T. REEVE 





Your new Round Table Editor is going to have a tough job living up to 
the high standards set by former Round Table Editor Bob Baird. Bob’s 
editorial efforts were a big factor, no doubt, in your choosing “The Round 
Table” first in reader interest. 


However, most of the credit obviously is yours. It is the material which 
you send us, concerning your own audit experiences, which is the meat 
of “The Round Table.” The editor merely supplies the trimmings, so to 
speak. 


So—we shall very much appreciate your keeping the table full by writ- 
ing (longhand is O.K.) your case histories of interesting and inspiring audit 
experiences and sending them either direct or through your chapter to: 


The Round Table 

The Institute of Internal Auditors 
120 Wall Street 

New York 5, N. Y. 


UNNECESSARY LOSSES FROM OVERWEIGHT IN 
MARGARINE PACKING 


In one of our margarine factories the production losses on table and bakery 
margarine amounted to as much as 1.45 per cent during the first five months 
of a year. 


In investigating these losses, it was observed from the record of con- 
trol weighings of packed margarine that in one week only 16 out of 885 
control-weighed packages showed (immaterial) differences. The situation 
in other weeks was similar. As the factory’s packing machines were rather 
old-fashioned and could hardly produce packages with such accurate weights, 
the auditors decided to control-weigh personally about 200 packages during 
two consecutive days. An overweight of as much as .8 per cent was found 
in each package. 


The workers responsible for the control weighings more or less ad- 
mitted that the record kept by them was of little value as they had made 
no regular control weighings. 
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It was also noted that the scales used were mounted on the packing 
machines themselves and were very unreliable due to the constant vibra- 
tions to which they were exposed. 


It is believed, and the management agrees, that the losses resulting 
from the permanent overweight in the margarine packages account for 
practically .8 per cent of the total production loss of 1.45 per cent previously 
mentioned. On this basis the unnecessary losses suffered during the first 
five months of the year may have amounted to as much as $7,000. 


It was suggested that an accurate weighing machine, reserved for con- 
trol weighings, be placed at a suitable distance from the packing machines 
and that in future control‘weighings be carried out by more reliable workers. 


Scandinavian Chapter 


DOUBLE COUNTS CONCEAL COSTS 


One of the many operations in our company is the grading and packaging 
of certain types of produce for resale to urban outlets. These commodities 
are purchased from farmers and are delivered by company trucks to the 
processing plants. Delivery to the sales outlets is also made via company 
trucks. 


Standards have been established for all segments of this operation in- 
cluding grading and packaging of commodities. 


In reviewing the standard cost system for these operations, an enter- 
prising auditor noticed that the processing reports reflected substantially 
more produce was being graded and packaged than had been purchased. 
This caused the auditor to expand his review to cover the actual auditing 
of the operation itself. His findings were: 


1. Certain extra large products required a special type of container. 
As these commodities were being processed through the grading 
lines they were automatically set aside for special handling, but at 
the same time were recorded as being packaged. Subsequently, they 
were reprocessed and packaged and at that time also were recorded 
as being packaged. This over-statement of production caused a re- 
computation of the variances from standards in the packaging opera- 
tion and disclosed gross inefficiencies. 


2. Labor allocations were also inaccurate. The direct cost of persons 
performing certain specific functions was charged against other 
operations having a more favorable variance picture. 
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3. Miles travelled by pickup and delivery trucks were inflated to reflect 
a more favorable cost per mile figure. 


The auditor’s revelation of the true cost situation enabled management 
to take effective measures towards proper control. The result has been a 
substantial improvement in operating economies. 


G. A. Malone 
Triple Cities Chapter 


FRAUD WITHOUT EMBEZZLEMENT 


Many stories have been told about fabulous embezzlements and frauds. This 
one is different. It’s about a successful defrauder of many firms who will 
never be prosecuted because he has never stolen an item of property nor 
has he had access to any accounting records. Nevertheless, he used those 
accounting records to perpetrate his numerous frauds. It is doubtful if the 
controllers of these various firms have ever admitted publicly how they 
were duped ; however, over fifteen years have elapsed since it started, and 
it is time that this story be told. 


It all began when a small manufacturing firm hired a new production 
foreman in the latter part of its fiscal year. This foreman immediately 
convinced management that several component parts used in production 
were obsolete and better quality items could be purchased for less money 
from another source. When it came time to take the annual inventory at 
the fiscal year end, the “obsolete” parts were segregated and not included 
in the physical inventory. By the end of the next fiscal year this production 
foreman enjoyed high esteem in the company for having materially reduced 
costs of production. His fame had spread to others and he soon negotiated 
a transfer to another manufacturing firm at a substantial increase in salary. 
His old employers gave him excellent recommendations and were sorry 
to see him go. 


Soon after he left, the accounting records revealed unexplained increases 
in costs of production. Investigation disclosed nothing wrong with the cost 
records. But, why were costs lower in the preceding year? It was then that 
the light dawned. Those “obsolete” parts which had been charged off to a 
prior year had actually been used in production last year. When his supply 
of free parts was almost depleted, the production foreman had negotiated 
his new job and moved upward with another company. He repeated the 
same process at the new company and moved on again. He has gained a 
reputation as a successful shop foreman, and one company after another 
has bid against others for his services. Evidently, all his former employers 
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have never admitted on an employment inquiry anything about the frauds 
he committed. How can they? He stole nothing from them. Even his in- 
creases in salary were obtained from the next employer. 


The lesson to be gained from this story is obvious: Internal control 
must be adequate to protect the assets of the organization, even the “worth- 
less” items. Had control been established on an item basis for the “obsolete 
or scrap items,” and had they been brought back into inventory at their 
true value when used, this man’s scheme would not have worked. 


Russell G. Blixt 
Certified Public Accountant 


THE WRONG POCKET 


Two unrelated government agencies purchased dry milk powder in large 
composition containers from various processors. Unknowingly both engaged 
the same packaging organization to re-package the bulk powder into smaller 
boxes suitable for individual use. Packaging operations continued over an 
extended period. 


In time the packaging contractor generated a substantial quantity of 
residual inventory composed of spillage and sweepings which were usable 
only as livestock feed. 


About one year later the packaging contractor requested disposal instruc- 
tions for the accumulated sweepings from one of the two agencies. The 
Sales Department sold the sweepings on site and the proceeds were credited 
to the proper sales account. 


Several months later the government internal auditor who was auditing 
the packaging contract noted this transaction. Almost at once it became 
apparent that the quantity of this commodity was in excess of the quantity 
normally generated. Subsequent inquiry developed that the sweepings of 
both agencies had been comingled by the packaging contractor, and in con- 
sequence the sale included sweepings belonging to both government agen- 
cies. As a result both sales and inventory controls were tightened and sev- 
eral hundred dollars were paid to the other agency to cover their pro-rated 
share of the proceeds. 

San Diego Chapter 
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SPECIAL DUTY CLERKS 


By employing a team of Special Duty Clerks, an Accounts Department 
may carry out an interesting experiment. The main purpose of such per- 
sonnel is to take over the duties of absent staff during illness or holidays, 
or to assist those who for some particular reason are inundated with work. 
The advantages of such versatile staff are obvious, but it is necessary to 
ensure that there is other work for them to do at times when they are not 
required for special duties. In practice this is not often! 


The clerks are attached to the Internal Audit Department for general 
supervision and allocation. They are then temporarily assigned to whatever 
section or office is in need of assistance, on requisition from the accountant 
in charge. During the time the clerks are not engaged in this way they are 
occupied in the Internal Audit Department, doing audit work of a general 
nature and learning the technicalities of the various accounting systems. 


At the end of each spell of special duties the clerk reports to the Group 
Internal Auditor. He is asked not only to report on the work he has done 
and why it was necessary, but is also encouraged to give a critical appraisal 
of the job, the procedure involved, and any delays or difficulties in com- 
pletion, together with any suggestions he may have for improving the job 
efficiency. These reports often reveal difficulties and weaknesses not appre- 
ciated during the normal functional audit. An independent report from 
someone who has had to sit down and actually do, or take part in, a specific 
function gives a different viewpoint of the operation to that of the Internal 
Auditor who has carried out the audit on that work, or of the clerk or 
accountant normally responsible for doing the job. While the former tends 
to look at the job from an idealistic standpoint (as auditors sometimes do!), 
the latter will tend to have a one-track mind and only see his own problem. 
With this additional report the Group Internal Auditor can then consider 
the three different viewpoints and, as a result, is in a better position to 
assess the value of each, from both the local and the wider administrative 
aspects. 


Recommendations based on findings of this kind carry greater weight 
with management. 


London Chapter 








READERS’ PROBLEM CLINIC 


Edited by FREDERIC E. MINTS 





This department is devoted to providing helpful answers to readers’ ques- 
tions on internal auditing problems. Individual replies will be sent to all 
questions submitted, and those considered to be of general interest will be 
published in future issues. It should be noted that the opinions expressed 
in the answers are those of panel members to whom the questions were 
submitted and do not necessarily represent THe INstiTUTe’s official posi- 


tion. Questions should bé sent to: ; 
Readers’ Problem Clinic 


Institute of Internal Auditors 
120 Wall Street 
New York 5, N. Y. 


FURTHER DISCUSSION ON CREATED ERRORS 


The discussion in the Spring issue of THe INTERNAL AUDITOR on 
using “custom made frauds” to test an accounting system was most pro- 
vocative ; particularly since the six letters included in your article presented 
such sharply divergent points of view. Mr. Doerner, the champion of the 
technique, was opposed vigorously by five formidable opponents who mar- 
shalled a multitude of arguments against the use of deliberate errors. But, 
after due reflection, I found myself aligned with the solitary defender of 
the disputed practice. 


The five who were opposed gave vehement and specific reasons for 
their position. They deplored “secret police” tactics; they feared loss of 
respect for the auditors ; they predicted alienation and wholesale defections 
of employees ; they labeled the technique as undignified; and they foresaw 
the practice being used by some segments of management for unsavory 
purposes. The lone advocate rested his case on a simple proposition: he 
has tried the procedure and it works. 


To my mind, the issue resolves itself into three questions: First, is this 
a worthwhile procedure? Second, will its application do more harm than 
good? Third, what is the auditor’s responsibility regarding it? Let us ex- 
amine all three of these problems. 
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Readers’ Problem Clinic 


The Procedure 


The ultimate test of any system—using system in the broader sense—is 
whether it will work in the environment and under the conditions it is 
designed to meet in actual practice. This is true whether the “system” is an 
electric toaster or an Accounts Payable department. 


Both these systems can be tested by time-honored means. The completed 
toaster can be bench-tested by complex functional test equipment. The test- 
ing engineer, after an exhaustive examination, may then certify that based 
on such tests as he deemed necessary the toaster, in his opinion, is a properly 
functioning device. But is this the ultimate test? I think not. That test 
occurs when the housewife inserts a piece of bread into the toaster and 
gets a slice of toast in return. And this must occur not once, but time after 
time after time: insert 50 slices of bread; see if 50 slices of toast pop up. 


The same applies to the Accounts Payable department. The auditor 
may examine the system and make such tests of completed transactions as 
he deems necessary. Based on those tests he may then declare the system to 
be functioning properly. But has he made the ultimate test? Again, I think 
not. It seems to me that the ultimate test here would be to introduce 50 
improper vouchers into the system and see if 50 rejections pop up. 


I am convinced that this latter type of test has been damned at the start 
by alluding to it as “controlled frauds,” “custom made frauds,” “created 
errors,” “plants,” “fictitious transactions,” and the like. I suggest that it 
be referred to as “controlled tests,” thereby giving it the same dignity 
which is implied in the “clinically controlled tests” practiced by medical 
researchers and other scientific seekers of truth. Yet, five respected voices 
have been raised against the application of controlled tests to systems in- 
volving the human element. Just how valid are their objections? 


The Application 


Usually it is just the desperate disease that warrants the radical remedy. 
So disputed a technique as controlled testing, therefore, should be urgently 
considered only for a malignant disorder. Norman Jaspan, in “The Thief in 
the White Collar,” says the cost of embezzlement has reached a billion dol- 
lars a year. I think it unlikely that such an ailment could be seriously diag- 
nosed as a minor malady. 


Are the objections raised against controlled tests, then, so compelling 
as to warrant rejecting the technique out of hand? When measured against 
kindred and respected auditing tools, I think the objections lose some of 
their force. Here is why: 
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1. The controlled test is an accepted means of auditing an EDP appli- 
cation. Here the auditor deliberately includes errors in a test pro- 
gram to see how the system reacts to them. The auditing profession 
accepts this as a valid and valuable test and would, I am sure, be 
amused at any arguments against it. 


bo 


Surprise cash counts have been made since the memory of man 
runneth not to the contrary. Perhaps some medieval custodian of 
cash, faced with the first cash count, departed in wrath, indignantly 
proclaiming that his honor was being impugned. But today such a 
departing cashier usually does so because the sheriff is at his heels. 


3. Bank examiners .are not so solicitous of the sensibilities of bank 
employees as to notify them in advance regarding the time of their 
visitation or the nature of their inquiries. And defections by em- 
ployees for these reasons are, so far as I know, negligible to the 
point of being nonexistent. 


On the whole I feel the objections raised are more theoretical than 
real. I believe controlled tests would cause no greater morale problems 
than other auditing procedures. The able auditor would give such problems 
the same careful consideration in making controlled tests as he does in 
making standard tests. As to the possibility that controlled tests might be 
used for unsavory purposes, I think that Mr. Doerner parried that thrust 
neatly. He would impose strict safeguards which require each such test to be 
approved in advance by three members of top management. Tests not so 
approved would clearly be improper and contrary to company policy. What 
then is the auditor’s duty in the face of these divided opinions ? 


The Auditor’s Responsibility 


The auditor owes management the duty of bringing to bear his best 
professional ability and the most effective techniques available to him. The 
auditor who still makes 100 per cent verifications and refuses to employ 
modern sampling methods is not performing the job management expects 
of him, because the cost of his work is disproportionate to its value to his 
company. The auditor who of his own volition rejects modern techniques 
which may disclose serious defects is, to my mind, equally remiss. He is 
like the physician who treats a patient for gangrene of the leg by ancient 
and largely ineffective means; yet, in his medical bag he has a new and 
almost certain cure. The cure, unhappily, has a side effect which causes the 
toenails to drop off. This physician finds denuded toes repugnant to him 
and therefore does not administer the cure. Moreover, he does not trouble 
to consult the patient about it. The impropriety of such an action is hardly 
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open to dispute. Along the same lines, | feel that it is up to management 
to decide if the side effects are sufficiently serious to warrant rejecting con- 
trolled testing. I do not think this is a responsibility the auditor may 
arrogate to himself. 


Conclusion 


I believe the controlled test by its very nature is sound, worthwhile, 
and, in some aspects, the ultimate test. I believe that embezzlement at the 
rate of a billion dollars a year demands that the auditor must give con- 
trolled testing a long look in the light of other and kindred auditing tech- 
niques before deciding he will have no part of it. And finally, I believe that 
the auditor who finds controlled testing personally repugnant has a duty 
to management to submit the matter for high level consideration before 
taking it upon himself to reject the concept. 

Los Angeles Chapter 











STUDENT’S DEPARTMENT 
Edited by A. J. PENZ 





THE INTERNAL AUDITOR AND ORGANIZATION 
STRUCTURE 


N his recent address before the Twentieth International Conference of 

Tue INstituTE or INTERNAL AvupiTors, Colonel Lyndall F. Urwick 
likened the organization structure to a wiring diagram. In a further elabora- 
tion in this vein one can recognize the lines (wires) as channels of com- 
munication, communication being in both directions. When two lines are 
crossed, a short circuit develops which causes no end of trouble in the 
electrical circuit, not unlike a short circuit in the organization structure, 
which is a potential difficulty in the human relations or morale factor of 
the firm. 


The organization structure ties together a group of offices and positions 
in a systematic manner. Each of these positions entails certain authority 
and responsibility, authority flowing from top to bottom and responsibility 
from bottom to top. The internal auditor is at once concerned with this 
structure in two respects—his own connection with the structure and his 
evaluation of the soundness of the structure pertaining to the firm as a 
smoothly functioning business unit. 


On the premise that all business functions are integrated in the line, 
unless distinctly or completely differentiated and set up as staff functions, it 
follows that the protective and constructive service functions can be differ- 
entiated at any level of management, top, middle, or operating. The func- 
tional differentiation theory considers that the internal audit functions exist 
in the line and are the full responsibility of the line until they are separated 
from or split off the line. After the separation, the authority is retained 
by the line but the performance responsibility rests with the staff. This 
concept is in contrast to the view that a department is established or super- 
imposed as an adjunct to the line with the functions thereof created. Busi- 
ness functions are inherent and grow with the firm. They are not created. 


If internal auditing is distinctly differentiated in a small concern, it is 
not uncommon to find that the auditor is required also to perform other 
staff or line functions. Such a situation is no reflection on the organization 
structure ; it is simply a management expediency geared to the size of the 
firm. 
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It is recognized, however, that if complete differentiation takes place, 
a staff organization unit becomes the offspring in the process of growth. 
If this unit is split off at the top level of management, the scope and effec- 
tiveness of the function is increased. 


In theory the internal audit function is considered a staff function, but 
judging from practice, the pure staff function has a tendency to become 
an “administrative” staff function which entails some authority, either as- 
sumed or delegated, for corrective action. In practice, undoubtedly, correc- 
tive actions are often taken in matters of deviation from policy or procedures. 
Beyond that the internal auditor cannot go without adversely affecting the 
organization structure. 


The other concern of the internal auditor is the evaluation of the 
organization structure to see whether the lines of authority and responsi- 
bility are being followed or whether short circuits are causing difficulty. 
This type of evaluation requires insight on human relations, personalities, 
and morale factors. If the lines of authority are not clear or well understood, 
indecisiveness and buckpassing can be expected. The symptoms of poor 
morale may be reflected in low production, high absenteeism, lack of co- 
operation, or clogged lines of communication. While the internal auditor 
may not have a ready solution, he should recognize the problem when it 
exists. 


Thus, it can be seen that the internal auditor should be well grounded 
in organizational theory not only to see how his function fits into the scheme, 
but also to evaluate the organization structure as a constructive service 
to management. 


OPERATIONS AUDITING* 


By JOSEPH W. DODWELL 


Assistant Controller, Daystrom, Inc. 





THE DEVELOPMENT OF THE INDUSTRIAL COMPLEX 


even industrial growth of the United States is without parallel in world 

history and is reflected in the untold complex of companies supplying 
us with our everyday needs for food, clothing, shelter, transportation, and 
limitless luxuries. 


* Presented at an American Management Association seminar. 
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In the early days of our country business enterprises generally were 
relatively small and largely were sole proprietorships dominated by the 
skill, ability, business “know-how” and foresight of the individual owners. 
As the country grew and its population expanded, its industrial needs 
grew simultaneously, and larger and more complex industrial organizations 
developed to satisfy the needs of the American people. 


Not only did the variety of products manufactured become more diversi- 
fied, but the methods and techniques of bringing these products into being 
became more complicated; and together with the progressive change in 
the method of producing these products, major changes in the character 
of industrial enterprises, and in the pattern and means of distributing such 
production, similarly became necessary. 


Business was in a dynamic state. Change was everywhere in this indus- 
trial evolution, and no business could remain static and survive. 


THE ORIGINS AND DEVELOPMENT OF INTERNAL AUDITING 


The progressive growth of larger and larger industrial enterprises 
caused basic changes in the administration of business: 


1. Widespread Delegation of Authority Within Business Enterprises 
Produced a Need for Financial and Custodial Audits 


It no longer was possible for the “man at the top” to make the day-to- 
day intimate decisions in all phases of the business, as was formerly possible, 
and consequently it became necessary to delegate larger and larger areas 
of broad operating authority to subordinates who, in turn, were compelled 
to make further subdelegations of their prime authority to lower levels of 
operating personnel. 


In this developmental cycle, internal auditing came on to the scene. 
For many years its major efforts were concentrated on assuring top 
management that the delegated financial and custodial responsibilities had 
been properly discharged by lower levels of management to whom basic 
financial and custodial responsibilities had been delegated, along with the 
related operating authority. Therefore, the scope of internal auditors was 
restricted to the financial and custodial aspects of business; and their audit 
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reports served to assure top management that the cash, inventories, equip- 
ment, personal property, etc., were not only intact, but were properly 
recorded, together with operating data, in the profit and loss statements 
and balance sheets of particular components of the business. 


As time went on, it soon became apparent that the various levels of 
management required to assume prime financial and custodial responsibilities 
(together with operating authority) had to continue to make more and 
more subdelegations of their over-all responsibility to increasing numbers 
of subordinates. 


Even at the plant level the purchase of supplies or productive inven- 
tories, for example, required the subdelegation of authority to, and the 
participation by, numerous personnel—the requisitioner, the production con- 
trol function, the purchasing agent, the receiving clerk and stores person- 
nel, the accounts payable department, the treasury function (to pay the 
vendor’s invoice), authorized check signers, and finally, accounting or 
inventory control personnel. 





It soon became apparent that, not only did top management need assur- 
ance of the proper discharge of prime delegated financial and custodial 
authority, but the operating heads assuming this authority, in turn, needed 
assurance that their own subdelegations of responsibility had been faithfully 
discharged by subordinates. 


Neither an operating head nor the internal auditor could economically 
make a review of every transaction that had transpired in order to satisfy 
himself as to the proper discharge of delegated authority. Alternative 
mechanisms were needed; and because the delegation of responsibilities 
continued and became more widespread, the need for “built in” internal 
control mechanisms became apparent. 


Essentially, this brand new internal control concept prohibited the indis- 
criminate subdelegation of authority, and set a standard for a more “educat- 
ed” delegation of responsibility amongst subordinates that inherently would 
simultaneously : 


a. “Insulate” the employee from any temptation to abuse his authority 
for personal gain, and 


b. Coincidentally, assure all management levels that the underlying 
system provides (in the words of Walter B. Meigs, “Principles of 
Auditing,” page 55) “. . . . a segregation of responsibilities and 
division of labor that not only will add to the efficiency of operations, 
but will promptly and automatically produce a warning signal when 
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an error, whether accidental or intentional, is introduced in the 
operating or accounting processes.” 


Historically then, internal and external auditors, and finally manage- 
ment, placed primary emphasis on the underlying basic internal control 
mechanisms as a means of assuring the faithful performance by subordinates 
of their delegated responsibilities, the exercise of which affected the financial 
and custodial position of the business. 


It is fundamentally true today, and will be in the foreseeable future, that 
the magnitude of the primary and secondary delegations of responsibility 
within a business organization necessitates the continuous review of the 
adequacy of basic internal control mechanisms. Both internal and external 
auditors must include a continuing review and assessment of internal con- 
trol mechanisms in the application of their audit techniques to various units 
of business enterprise. 


With both the internal and external auditors constantly assessing and 
reporting on the adequacy of these basic control mechanisms in their work, 
and with both accounting and operating management progressively stimu- 
lated, educated, and more highly conscious of the importance of basic con- 
trol mechanisms in recent years, there is no question but that the imple- 
mentation of the basic internal control concepts has become much more wide- 
spread throughout industry generally, and particularly in individual business 
enterprises run by progressive modern management. 


2. The Progressive Delegation of Authority to Narrow “Specialized” 


Functional Arcas Produced a Management Need for Information: 


a. On the effectiveness of the performance in each of the delegated 
functional areas, and 


b. On the impact of a breakdown in one specialized functional 
area on other specialized areas of operations. 


As was noted earlier, business was in a dynamic state, change was every- 
where in the industrial evolution, and no business could remain static and 
survive. The increasing intricacies of a business enterprise not only required 
a continuance of broad delegation of authority but, increasingly, the com- 
plexity of business inspired and nurtured the development of “specialists” 
whose educational and working backgrounds, talents and time, could be 
concentrated on a particular functional area of the industrial complex. 


In brief, the era of the “specialist” had arrived. It became necessary 
to make more and more refined subdelegations of authority to individual 
specialists thoroughly competent in the particular field of delegation. 
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Today, among other areas, such “specialists” may be found within the 
manufacturing, engineering, production control, production planning, mar- 
ket analysis, personnel, procurement, advertising, selling and distribution 
areas, as well as in the research and forward planning functions of individual 
companies. 


The wider and the more diversified the functional delegations of au- 
thority became, the more difficult it became for immediately responsible 
operating management, as well as top management, to assess the effective- 
ness of the performance in each of the delegated functional areas. In brief, 
operating management, as well as top management, must continue to make 
over-all policy determinations, plans and programs in a period when they 
are becoming further and further removed from intimate contact with either 
the personnel or the operations of “specialized” areas of the business enter- 
prise. Today, more than ever, management requires more and more objec- 
tive and factual data as to the implementation and effectiveness with which 
its broad policies and programs, as well as the effectiveness with which 
its specific delegations of operating authority to a wide range of functional 
specialists, are being carried out. 


With all this dynamic change around and about us, and with increasing 
needs of top management for more objective information on operations, 
can we, of the internal audit community, stand still and remain inextricably 
bound to the old concepts of the financial and custodial audit? In point of 
fact, with the increasing development and implementation of internal control 
concepts in financial and custodial delegations throughout industry, should 
we not increase our effectiveness by providing management with the objective 
information on operating units as a whole that it so desperately needs? 
Internal audit activity should logically develop and grow in the evolutionary 
cycle in the same manner that other functional areas have grown. 


That this change is coming about is obvious from the survey made in 
1957 by Tue InstiruTE or INTERNAL AupiTors, wherein the internal 
auditing practices of its members were surveyed. On an over-all basis THE 
INSTITUTE survey showed an increasing extension of the scope of the 
internal audit program into functions other than accounting, namely, into 
operations. 


That this is a logical development is obvious if we remember that behind 
all accounting and financial controls are operating controls; and that the 
review of the operating controls, as well as of the accounting controls, can 
readily signal areas of waste and inefficiency, of possible cost reduction or 
operating improvements, that all too often become lost in the shuffle because 
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each of the specialists to whom delegations have been made is operating in 
too narrow an area to permit him to see the over-all big picture. 


Moreover, the pressures on the time of operating management, as well 
as top management, are becoming of such proportions that they do not 
have, above all, time, nor adequate operating control mechanisms to measure 
the functional performance of innumerable specialist subordinates (often 
far removed geographically from headquarters) to whom primary or second- 
ary delegations of functional responsibility have been made. 


In summary, then, at a time when management needs more and more 
objective information as to “operations,” the imagination, skill and develop- 
mental ability of internal audit staffs have been challenged to supply this 
need. 


OPERATIONS AUDITING 


The aforementioned survey conducted by Tue INstitute or INTERNAL 
Aupitors on this development resulted in the following conclusion by that 
organization : 


“We believe it is evident the trend is to broader scope for the internal 
auditors’ activities. The natural direction for this to take is coverage 
of the operating departments of the company, and reported results indi- 
cate that this is being done.” 


It goes without saying that internal auditors must still perform basic 
financial or custodial audits with a high degree of emphasis on basic internal 
control concepts. 


The increasing awareness of, and the much greater implementation of, 
internal control concepts should, however, permit a greater time expendi- 
ture and emphasis by internal audit staffs on reviews and assessments of 
operating controls, which is the substance of operations auditing. 


The term “operations auditing” is descriptive in the sense that it indi- 
cates a broader scope of the audit function into reviews of operating areas. 
Operations auditing is more commonly known as management auditing. 
The term management auditing is more meaningful and descriptive because 
it expresses the concept that the auditor’s approach is management-orient- 
ed. He is, therefore, not restricting himself merely to reviewing accounting 
controls at the unit under review, for this provides only limited answers. 


Rather, by reviewing the operating controls behind the financial and 
accounting controls with a management-oriented focus, he is attempting 
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to assist management (hence the term, management auditing) by signaling 
to management, both at the operating and executive levels, breakdowns in 
operating controls, areas of possible cost reduction or operating improve- 
ments, or breakdowns in the implementation of the functional responsibili- 
ties in any one of the specialized areas, the impact of which is adversely 
affecting other operating areas within that unit. 


In summary, management auditing assumes the positive approach. Major 
emphasis is placed on assisting management by signaling areas requiring 
management review and action. 


One of the best descriptions of the management audit concept was 
written by Arthur P. Wilson in The Controller magazine of September 
1950 in an article titled “The Management Audit Comes of Age.” 


“The independent accounting audit is of comparatively modern origin 
in the history of business enterprise. Even more modern, but fully as 
important as a development, is the management audit. It is one of the 
newer devices of business management to insure progress.” He con- 
tinues: “While the accounting audit looks backward into the account- 
ing transactions that have already taken place, the management audit 
looks forward. It is concerned with ways and means of improving future 
business operations. It is not concerned with past malfeasances or mis- 
feasances, or necessarily with past results. It is distinctly constructive 
in concept. It aims to insure better results—to assist management in 
bettering the position of the business ¥ 


A little later on we shall review one or two examples of the application 
and effectiveness of this new management audit approach. In the meantime, 
let us explore the question, “Is the auditor basically competent to make 
reviews of operating departments ?” 


As pointed out previously, behind financial and accounting controls of 
any business activity are operating controls. In a manufacturing plant, for 
example, these operating controls would have to exist in the procurement, 
production control, manufacturing, production planning, machine shops, 
engineering, etc. 


The operating controls bear a direct interrelationship with the financial 
and accounting controls, so that by application of the same basic analytical 
approach to operating controls as he has traditionally applied to financial 
and accounting controls, the auditor is in a position to make significant con- 
tributions to management by assessing the effectiveness of the operating 
controls. 
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Despite the fact that he may not be technically trained in any of the 
operating areas under review, there are a number of plus points in his 
approach : 


1. He is completely objective. 
2. He is, by professional training, equipped with an analytical approach. 


3. In making a broad-gauge review of both accounting and operating 
controls and their interrelationship, he is in a position to assess the 
effectiveness of the implementation of broad management policies. 


4. The very nature of his “across-the-board” interrelation of account- 
ing and operating controls can, as mentioned previously, immediately 
signal breakdowns in operating controls, areas of possible cost reduc- 
tion or operating improvements; or even more significantly, break- 
downs in the implementation of the functional responsibilities in 
any one of the “specialized” areas, the impact of which, unknown 
to management, is adversely affecting other operating areas within 
the unit under review. 


wn 


In the event that a technical question arises in his evaluation of an 
operating control over a “specialized” area, the appropriate technical 
personnel are available within the operating unit or at the next 
management level to provide the technical information appropriate 
to his review. 


For example, if the scrap experience in a particular plant was high, and 
either the accounting or the operating controls (or both) signaled this prob- 
lem area, the auditor could request the chief inspector to provide a profes- 
sional opinion as to the causes of the high incidence of scrap, after which 
the auditor might pursue the particular channels suggested by the chief 
inspector’s answers. Basically, the same approach can be used in reviewing 
the operating controls in production, production control, engineering, and 
other areas. 


Significant contributions can be made by the auditor’s performing a 
management review if he has been suitably management-oriented and per- 
ceives the operating unit as a business enterprise rather than a group of 
accounts in the accounting department. 


A review of an assembly area of a plant by the auditor might signal the 
fact that some of the component parts of an assembly unit are not on hand 
and hence the assemblies cannot be completed. By pursuing this subject the 
auditor may signal original deficiencies in analyzing and preparing bills 
of material for all of the component parts of the assembled unit, or alter- 
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natively, his survey may indicate deficiencies in production control and 
lead time estimates; or deficiencies in or the lack of machine loading and 
scheduling systems that cause bottlenecks in the end assembly function be- 
cause production of all of the component parts may not have been so 
scheduled as to arrive simultaneously at the assembly areas. He does not 
need to be a production control expert, a production expert, or a machinist 
to obtain these answers on breakdowns in operating controls, and his mere 
reporting of the operating control deficiencies may make significant contri- 
butions to the business enterprise. 


MANAGEMENT VERSUS FINANCIAL AUDITING 

The difference between management and financial auditing is one of 
approach. In a basic financial audit, the auditor may satisfy himself as to 
the adequacy of inventory representations in the books of account of a 
component unit through his usual techniques of testing physical quantities, 
pricing, etc., of these inventories. 


However, if he stops there, this is a very limited answer and he has not 
made any major contribution. By going behind the financial controls to the 
operating controls, he may: provide management with considerably more 
significant information. Even a limited review of supply and production 
inventory records, as well as production control records, may indicate a 
complete lack of follow-through on delegated authority because such inven- 
tories have not been maintained at the lowest possible level consistent with 
uninterrupted operations of the plant under review, and there may be seri- 
ous imbalances in individual items within a particular inventory grouping, 
not known to management. 


To take a simple illustration of a management audit approach, a review 
of the operating controls over a supplies inventory may indicate far more 
than the fact that the custodial responsibilities related to the supplies inven- 
tories have been properly discharged and that the supplies inventories are 
recorded for the proper money amounts in the financial statements. 


Among other things, an assessment of the operating controls over sup- 
plies inventories might indicate : 


1. That there were no restrictions on the amounts which could be dis- 
bursed for the acquisition of any individual supply inventory item. 


2. That there were no minimums, maximums, and established re-order 
points for individual supply items, nor had “economic lot quantities” 
been established for such procurement within a fixed minimum and 

maximum limit. 
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3. An analysis of individual supply item cards might show: 
a. 
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Excessive stock on hand, if the quantities on hand are measured 
against the average annual usage. 

That the very nature of some of the items and their ready avail- 
ability from suppliers might indicate that these items need not 
have been stocked at all. 

No formal procedure existed to remove spare parts from inven- 
tory after the related machinery and equipment for which it was 
stocked had become obsolete or already disposed of. 

There was no procedure in effect to remove supply items from 
inventory that were obsoleted by engineering changes or changes 
in production methods. 

There were no effective management tools to gauge performance 
in connection with the utilization of supplies; hence there was a 
lack of effective budgetary control over excess waste in the con- 
sumption of certain items. 

A lack of a formal preventative maintenance program which 
would signal repair parts or other needs sufficiently far in ad- 
vance of the need to eliminate the necessity for stocking such 
inventory items for long periods. 


4. An analysis of supply requisitions on stores might show a tremend- 
ous paperwork cost in accounting for low unit cost, low volume items, 
such as nuts, bolts, and other small hardware. 


The final report to management of this review might spell out the sig- 
nificance of carrying excessive or even obsolete items in current supplies 
inventory. 


In summary, the cost impact of such excessive inventories would con- 
sist of unnecessary disbursements for: 


State and local personal property taxes 
Insurance 


Rent (pro rata share of real estate taxes, depreciation, etc., on the 


basis of floor space) 


Clerical cost 
Interest on capital 


The above example, though simple, is cited to demonstrate the signifi- 
cance of the management audit approach to a problem as opposed to the 
purely financial, accounting concept of verifying inventories. 
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In the above theoretical example, the financial controls over the supplies 
inventory may have been excellent and the inventories themselves properly 
represented in the books of account. Only by reviewing the operating con- 
trols behind the financial controls is it possible to develop the more signifi- 
cant information that management requires in today’s industrial complex. 


CONCLUSION 


In closing, the evidence suggests that there has been a substantial and 
increasing acceptance by the more modern, progressive top management of 
the concept that management or operational audits of operating depart- 
ments are within the proper scope of internal audit staffs and that significant 
contributions can be made by such groups. 


The survey conducted by THe INstituTE or INTERNAL AUDITORS, pre- 
viously referrred to, confirms this increasing acceptance by management. 
It is for us, of the internal audit community, to move with the times. 


The skill, imagination, initiative, technical ability, and intellectual curi- 
osity of individual audit staffs has now been challenged to fill this vital 
management need. It is for. us to rise to the challenge. 










































READINGS OF INTEREST 
TO INTERNAL AUDITORS 





Subject: UNIFORMITY OF ACCOUNTING PRINCIPLES 


By: Maurice E. Peloubet, Pogson, Peloubet & Co.; Leonard Spacek, Ar- 
thur Andersen & Co.; Charles J. Gaa, Michigan State University; 
Carman G. Blough, American Institute of CPAs 
Published in The Journal of Accountancy, April 1961 
(270 Madison Avenue, New York 16, N. Y.) 


Accounting principles—do they exist? what are they? are they gen- 
erally accepted?—have been the subject of much debate in the past 
few years. Two of these papers, those by Maurice Peloubet and 
Leonard Spacek, were presented at a panel discussion on the topic 
“How Far Can We Go Toward Uniformity and Comparability of 
Accounting Principles?” ; those by Charles Gaa and Carman Blough 
have been prepared from the comments they made as a panel member 
and chairman of the panel, respectively, at the same session. 


Mr. Peloubet states that as far as the basic accounting principles—ade- 
quate disclosure, conservatism, materiality, use of conventional sym 
bols and conventional assumptions, and insuring validity of the income 
account—are concerned, the greatest uniformity possible is desirable. 
However, in terms of accounting methods he feels that flexibility 
is essential to proper reporting. As an instance of the need for flexi- 
bility he cites methods of accounting for depreciation allowances in 
natural resources. Other areas discussed are problems of consolida- 
tion, policy decisions by management, integrated enterprises and ex- 
perimentation and testing. 





If accounting principles are generally accepted, by whom are they 
accepted? Mr. Spacek feels that they are accepted by the profession 
and by many business enterprises, but are the public and stockholders 
accepting or merely tolerating? Something that is not understood 
cannot be accepted, and understanding cannot come until the reasons 
for the principles have been clearly stated. Arguments against uni- 
formity have been that it would be a bar to progress, that it would | 
prevent experimentation. Mr. Spacek states that no one has demon- 
strated any merit that would come from nonuniformity, flexibility 
and experimentation, that these are all generalized contentions. Defi- 
nite steps to be taken to avoid the possible perils inherent in the 
present situation are definition of problem areas and positive ac- 
tion by members of the profession, including filing briefs with the 
Accounting Principles Board to provide full discussion of all points. 


Professor Gaa questions whether there are accounting “principles.” 
Terminology has become very confused and hinders discussion of 
accounting theory. Since there is such disagreement, possibly the first 
step is to reach agreement on terms, and to use new ones. One sug- 
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gestion is formation of a commission on the subject composed of rep- 
resentatives of each of the organizations in the field. Once terminology 
had been agreed upon, study and development of accounting theory could 
be carried on independently by each of these organizations. Acceptance 
by the public would follow demonstration of the soundness and reason 
for “principles” through a coherent body of theory. Uniformity must 
be achieved, with necessary variations kept to an absolute minimum. 


Mr. Blough finds himself between Mr. Peloubet and Mr. Spacek. He 
states that “for the present, at least, the term ‘accounting principles’ 
means nothing different from the term ‘accounting procedures’.” 
Although not enough has been accomplished in the last twenty-five 
years, there has been progress. Mr. Blough agrees that there should 
be a narrowing of the areas of difference, but feels that it is a matter 
of evolution. Decisions of what is “right,” what is “fair,” can be 
largely subjective. Who is to make them? 


PROBLEM IN DECENTRALIZED FINANCIAL CONTROL 

John Dearden, Harvard Business School 

Published in Harvard Business Review, May-June 1961 
(Soldiers Field, Boston 63, Mass. 


Why are present techniques that are used in calculating the current 
investments of a company division ineffective in accomplishing man- 
agement objectives? Why do they fail to motivate divisional managers 
properly ? 


This article describes in detail those present techniques, as well as 
discussing their shortcomings and failure in promoting the best inter- 
ests of the company. In Mr. Dearden’s opinion, the traditional methods 
of calculating the current investment are responsible for encourag- 
ing decisions that may affect divisional profits adversely and cause 
fluctuations in the division’s rate of return. In most decentralized 
profit-center systems, the author states, the rate of return earned by 
a division is the most influential factor in evaluating the perform- 
ance of the divisional manager. 


This article recommends a new approach to calculating the current 
investments of a company division. The corrected technique and its 
advantages are described in detail by Mr. Dearden. Alternative 
techniques are also supplied for obtaining adequate approximations 
with less effort. The author feels that these correct techniques are 
easy to “calculate, install and administer” and “will overcome all of 
the disadvantages of the older methods.” 


: IS THE ROLE OF THE CONTROLLER SHRINKING? 


John T. Garrity, McKinsey & Co. 
Published in The Controller, May 1961 
(2 Park Avenue, New York 16, New York) 


In the author’s opinion the controller in corporate management has 
lost the position as “chief intelligence officer.” The objectives of the 
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controller, as stated by the Controllers Institute of America and listed 
in this article, place the controller in a role of responsibility for the 
“planning, controlling and interpretive functions” in a company; yet, 
according to the author, this role has so diminished that new execu- 
tive positions have been created exclusive of the controller and these 
have taken over the controller’s intended responsibility. 


Mr. Garrity discusses the reasons for this shrinking role of con- 
trollership and the steps the controller can take to live up to the 
concepts of his objective position. The controllers who have tried with 
limited success to perform the functions of management’s “chief intel- 
ligence officer” have fallen short of their goal in four ways, as is out- 
lined by the author. For example, the author discusses the need for the 
controller to look beyond financial reports and accounting systems. 
Mr. Garrity feels that the action the controller can take now will 
inevitably revitalize his effectiveness. Although this action demands 
creative labor, the results will be to reverse the “shrinkage.” Since 
the success of a company depends on the effectiveness of the plans 
and controls of operation for which the controller supplies the neces- 
sary tools, the author feels this action is vital. 


IS YOUR PURCHASING DEPARTMENT GETTING THE MOST OUT OF 


ITS ACCOUNTING? 


Robert H. Van Voorhis, Louisiana State University 
Published in Cost and Management, June 1961 
(31 Walnut Street S., Hamilton, Ont., Canada 


Purchasing executives often may not realize how much may be gained 
through greater study and use of the figures available or that can 
be developed in the accounting records. In departmental operation it 
may be possible to develop and apply certain standards covering the 
clerical activities of the purchasing department. 


More important from an over-all company angle will be the use of 
accounting records to help in inventory control, determination of 
optimum ordering quantities, decisions as to make or buy and in value 
analysis programs. 


EXECUTIVE CONTROL—THE CATALYST 
William T. Jerome, Ill, Syracuse University 


In this book the essential elements, objectives and practice of execu- 
tive control are examined and discussed. As is natural, considerable 
attention is given to internal control as one of the factors of execu- 
tive control. The general treatment of internal control is in its broader 
aspects—not the narrow, rather dogmatic treatment of financial con- 
trols that is so often found. 


Considerable attention is given to the function of constructive, ana- 
lytical internal auditing as one of the helpers in the exercise of effec- 
tive executive control. Chapter 11, Review and Analysis Through 
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Audit, is specifically concerned with internal auditing; there are also 
numerous references to internal audit throughout the text. 


Primarily, the aim is to bring out a number of key ideas which may 
be helpful to the student of executive control and to those who have 
responsibility for establishing and appraising executive control within 
their organizations. In the closing sections, case studies analyze the 
means of maintenance of executive control in three large United 
States corporations. 


John Wiley & Sons, Inc. 
440 Park Avenue S. 
New York 16, N. Y. 
275 pages. Price $6.95 


Subject: STATISTICAL SAMPLING TABLES FOR AUDITORS 
By: R. Gene Brown, Ohio State University 
Published in The Journal of Accountancy, May 196] 
(270 Madison Avenue, New York 16, New York 


This article outlines the means of determining the sample size, as 
well as suggestions for the use of statistically derived sampling tables. 
| As is illustrated in this article through tables and examples, statis- 
tical sampling can complement the auditor’s present techniques by 
enabling him to measure quantitatively the effectiveness of his pro- 
fessional judgment. 


The use of statistical sampling tables is brought into focus through 
the employment of a case study illustration. These tables provide the 
means of deciding sample sizes necessary to evaluate error rates 
statistically. The author discusses criticisms of statistical sampling 
and presents the statistician’s answers to these criticisms. 


Subject: ACCOUNTING SYSTEMS AND DATA PROCESSING 
By: Oscar S. Nelson and Richard S. Woods, University of Pennsylvania 


This text gives comprehensive treatment to the requirements, de- 
} velopment and application of accounting and related data processing 
systems. Such systems tools as flow charts are combined with numer- 
ous illustrations to show the various phases of systems design and use. 


All types of equipment—from pegboard to electronic data processing 
machines—are described; their application and use are brought out 
by examples and problems. Eight chapters (185 pages) are speci- 
fically devoted to punched card and EDP equipment. 


South-Western Publishing Co. 
512 North Avenue 

New Rochelle, N. Y. 
643 pages. Price $8.00 
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WORTH NOTING 


RETAIIL MERCHANDISE ACCOUNTING 
By Hermon F. Bell and Louis C. Moscarello. The Ronald Press Co., 15 East 26th 
Street, New York 10, N. Y. 487 pages. Price $12.50. 


Tue Ipeotocies or TAXATION 
3y Louis Eisenstein. The Ronald Press Co., 15 East 26th Street, New York 10. 
N. Y. 263 pages. Price $5.00. 

















EMPLOYMENT SECTION 


This employment section is offered as a service to members and 
others who may be seeking employees or who may be interested 
in new employment. All replies should be addressed to the 
advertiser—if name is given—or addressed to The Institute 
of Internal Auditors, 120 Wall Street, New York 5, N. Y., with 
reference to the Box “E” number. Space rate upon request. 





INTERNAL AUDITORS 


Graduate Accountants wanted for positions on Internal 
Auditing Staff of multi-plant manufacturer with central 
office in Camden, N. J. Desire at least two years’ audit- 
ing experience, public accounting or industry. Company 
has an outstanding history of earnings, growth and sta- 
bility offering excellent opportunities for advancement 
under our management-development program. About 
30 per cent travel. Salary commensurate with experi- 
ence. All qualified applicants will receive consideration 
for employment without regard to race, creed, color or 
national origin. Please write, detailing experience and 
personal data to—J. A. Nixon, Employment Manager, 


Campbell Soup Co., Camden 1, N. J. 








| INTERNAL AUDITOR 


Unusual opportunity for man with up to five years’ ex- 

perience in Internal Auditing. Must have a College de- 
gree with an Accounting major and ability to work 
effectively with people. Some computer knowledge is 
desirable. Very limited travel. Excellent benefit program 
including profit sharing. Send complete resumé to: P. T. 
Bishop, Employment Manager, Johnson’s Wax, Racine, 


Wis. 
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POSITION WANTED 


Internal Auditor—Chartered Accountant, Experienced 
in American system of accounting and auditing, well 
traveled, seeks position with branch of American com- 
pany in Far East, Middle East or Europe. Box E-206. 



































Collections of Conference Papers 


WIDENING OUR HORIZONS 
Eighteenth Annual Conference—5 papers Price $1.50 


OPERATIONS AUDITING 
Ss teenth A | Conference—5 papers Price $1.50 





EARNING OUR OPPORTUNITIES 
Sixteenth Annual Conference—6 papers Price $1.50 


PROMOTING PROFESSIONAL PROGRESS 
Fifteenth Annual Conference—8 papers Price $1.50 


INTERNAL AUDITING FOR PROFIT 
Fourteenth Annual Conference—7 papers Price $1.50 





Transfer Binders — for The Internal Auditor 


Box Binder to Hold Eight Issues (two years) Price $3.00 


A circular describing Institute publications will be sent upon request. Orders should be 
sent to: THE INSTITUTE OF INTERNAL AUDITORS, 120 Wall Street, New York 5, N. Y. 





Other Publications on Internal Auditing 
(Write to publisher for further information) 


INDUSTRIAL INTERNAL AUDITING 
by W. A. WALKER and W. R. DAVIES 
McGraw-Hill Company—330 W. 42nd Street, New York 18, N. Y. 


BASIC INTERNAL AUDITING 
by JOHN 8B. THURSTON 
International Textbook Company—Scranton, Pa. 


INTERNAL CONTROL STANDARDS AND RELATED AUDITING PROCEDURES 
by WALTER H. KAMP and JAMES A. CASHIN 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


INTERNAL AUDITING 
by VICTOR Z. BRINK and JAMES A. CASHIN 
Ronald Press—15 E. 26th Street, New York 10, N. Y. 


INTERNAL AUDITING 
by W. W. BIGG and J. O. DAVIES 
Essential Books Inc.—1600 Pollitt Drive, Fair Lawn, N. J. 





























Publications of THE INSTITUTE OF INTERNAL AUDITORS 





INTERNAL CONTROL AGAINST FRAUD AND WASTE 
by BRADFORD CADMUS and ARTHUR J. E. CHILD 
Prentice-Hall—Englewood Cliffs, N. J. 


INTERNAL AUDITING IN INDUSTRY 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS 


INTERNAL AUDITING, PHILOSOPHY AND PRACTICE 
Edited by CHARLES J. FUE 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


CASE PROBLEMS IN INTERNAL AUDITING AND CONTROL 
by THE INSTITUTE OF INTERNAL AUDITORS 
Prentice-Hall—Englewood Cliffs, N. J. 


BIBLIOGRAPHY OF INTERNAL AUDITING (to 1955) 
Listings by subject and author Price $2.00 


BIBLIOGRAPHY—SUPPLEMENT NO. 1 (1956-1959) Price $1.50 


INSTRUCTOR’S MANUAL FOR A COLLEGE COURSE 
IN INTERNAL AUDITING Price $2.00 


CAPSULE COURSE IN INTERNAL AUDITING Price $ .20 


STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR No Charge 
THE FIELD OF INTERNAL AUDITING No Charge 





Research Reports 
INTERNAL AUDIT REPORTING PRACTICES Price $1.00 
INTERNAL AUDIT OF INSURANCE PROGRAMS Price $1.00 


INTERNAL AUDIT AND CONTROL OF SCRAP, SALVAGE AND SURPLUS 
MATERIALS Price $1.00 


INTERNAL AUDIT AND CONTROL OF FACILITIES Price $1.00 
INTERNAL AUDITING IN 1957 Price $1.00 
INTERNAL AUDIT AND CONTROL OF A TRAFFIC DEPARTMENT Price $1.00 
HOW THE SMALLER BUSINESS UTILIZES INTERNAL AUDITING FUNCTIONS Price $1.00 
INTERNAL AUDIT AND CONTROL OF PAYROLL AND ACCOUNTS PAYABLE Price $1.00 
INTERNAL AUDITING AND ELECTRONIC DATA-PROCESSING MACHINES Price $ .50 


INTERNAL AUDIT AND CONTROL OF A PURCHASING DEPARTMENT Price $1.00 























